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INTRODUCTION, OBJECTIVES 


introduction 


The idea of freedom is basic to our form of government 
and way of life. Our country was founded on this simple idea, 
our military was formed to protect it and our economy runs on 
the principal of free enterprise. As free elections are to 
our governmental system, competition is to our economy. 
Competition is the key to a free enterprise system. When 
competition is lost, the innovations, economy and incentives 


which competition fosters are also lost. 


Competition is the key ingredient for our industrial 
might and the driving force in our economy. Consider for 
example, a company which produces an essential consumer 
Decauct. Without eompetiticn, Ena company eoulg 
indiscriminately raise prices. Any business which attempts 
to market a similar product would be driven out of business. 
Note that without competition the business no longer has an 
incentive to produce improved products, operate the plant 
efficiently, or invest in new product research. On the other 
hand, with competition, the business is forced to improve 
production techniques, utilize state of the art equipment, 


convinuously improve its product and introduce new products 





to the consumer; failure to do so would increase his 
competitors percent of the market. back Of Competition 
impacts much more than just the one company that remains in 


business. 


In a monopoly, higher priced products would use money 
that would have gone to other consumer goods. Eventually, 
businesses not in direct competition with the monopoly would 
also suffer. Unemployment would be driven up, and production 
would decline. This is obviously an extreme case, but it 
Serves to illustrate the effect that lack of competition could 
have on the national economy. The economy of our country 
would suffer drastically without competition, but’ the 
country's very existence would also be threatened. The 
United States has maintained a technological, advanced 
society, which enables us to maintain our political system 
and way of life. This is partly due to the competition among 
the defense contractors to develop new products. For national 
security, the government tries to maintain a broad range of 
competitors. How does this provide national security? Lt 
ensures that no one company is the producer of any essential 
hardware or piece of equipment; which is only guaranteed 


through free and open competition. 





The stated goal of the government is to ensure free and 
open competition in the United States markets (SBA,1953). The 
Siimsictness AGministration (SBA), nevertheless, tries to 
RaOnoLe —COmpetation through restricting it, or by providing 


an edge to a particular segment of the industry. 


Through coordinated assistance programs, the SBA 
designates specific items to be purchased only from small 
businesses. They can also award contracts to specific 
minority or socially disadvantaged businesses without 
competition, and provide guarantee loans to businesses. The 
Congress realizes that the United States economy is made up 
of a majority of small businesses which employ over 50% of the 
work force, and produces over 40% of the Gross National 
Product (GNP) (Kleppe, 1974). It is essential that these 
businesses survive and are able to compete with larger 
industry. To ensure competition, the SBA provides the 
previously mentioned "Set-Aside" programs ror small 


businesses, government guaranteed loans and training programs. 


Objectives 


It is the purpose of this paper to explore the unique 
Opportunities available to the small construction business 
Owner, or prospective owner, for gaining a competitive edge 


Over his big business rivals, and how the Small Business 





Administrations policies have affected the industry by 
promoting new construction businesses, Noelia cable l 
available for the expansion of existing businesses, and 
providing management assistance and training. 


A summary of the Small Business Act and its amendments 
is presented to provide some background on the authority of 
the Small Business Administration, its organization and 
objectives. A discussion of how effectively the SBA is 
meeting its objectives will be presented along with 


recommended areas of further study. 


Background 


Unlike many areas in the business and construction 
fields, the particular effects the SBA policies have had on 
the construction industry have not been studied. The SBA does 
keep records on loans approved, contracts awarded etc, yet no 
set procedure has been established to record the effects that 
the Administration's policies have on a particular industry's 


failures, costs or the true effectiveness of SBA programs. 


Additionally, very little information has been published 
PeCOnctrucition business Starts and failures. Some limited 


statistics on the construction industry have been compiled by 





the Small Business Administration and Dun and Bradstreet 
COuporacion, but the statistics do not address specific 
Bolicy impacts... Dun and Bradstreet 1S a private corporation 
which maintains a database of business information, including 
business starts, failures and incorporation. Except for the 
limited information provided by Dun and Bradstreet and that 
obtained from the Small Business Administration database, all 
other information was compiled from interviews, miscellaneous 
publications, local banks, insurance companies, and business 


Surveys. 





Char TER 2 


Be or ORY 


In the beginning 


At the turn of the century, the American people stood at 
the threshold of industrial opportunity. The industrial 
revolution was just reaching its top speed. As the nation 
stepped into the new century, new ideas in industry, 


technology and science were carried along. 


In the few years after the turn of the century, a flood 
of new inventions flowed out from the small laboratories and 
shops across the country. Aided by a new industrial concept 
--- mass production, the new inventions and older essentials 
could be produced quicker and at less cost. Fueled by 
inexpensive, immigrant labor, and with an abundance of raw 
materials, the industrial might of this country grew at a pace 


never imagined. 


WWI and The Great Depression 


During the rebuilding period following World War I, the 
business growth in this country momentarily bogged down. It 
wasn't until the great depression struck, on October 29, 


1929, that the country suffered its first serious business 
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crisis. In three years over 10,000 businesses failed, with 
a corresponding loss of over $450,000,000 (Dun and Bradstreet, 


1962). 


In the years following the stock market crash, the 
business growth rate had not only lost momentum, it had 
reversed itself. During the early days of the depression 
financial institutions were being bankrupt along with many of 
the worlds industrial giants. The financial institutions 
could no longer meet industry's monetary needs, and they 
themselves were in need of assistance. It was imperative that 
the Federal Government step in to assist, since no other 


mics@wieicaon coulda fill their needs. 


The Federal Government created the Reconstruction Finance 
Borporation (RFC), in January 1932. The RFC initially only 
provided financial assistance to failing lending institutions. 
Meet, the REC@was authorized to provide loans directly, or 
Mies Participation with private lending institutions, to 


businesses of any size. 


In the period prior to World War II, many significant 
events took place which helped shape the economic and 


political development of this country. 





tic evolurtTGn from an agricultural nation to an 
industrial one required a labor force to build new factories, 
it also needed laborers to work in the newly constructed 
factories. As has been mentioned, an influx of immigrants 
from Europe and Asia provided the needed workers. The United 
States' industries and the immigrants needed each other. 
Without laborers in the factories no goods would be produced, 
alternately, without the factories, the immigrants would have 
no income. In fact, it was the lure of economic and political 
opportunity which attracted the immigrants. Although the 
wages paid by the factories were significantly higher than the 
prevailing wages in the countries the labor force came from, 
it was still only slightly adequate to survive on. This 
Situation forced many children, elderly and even the sick to 


Meme long hours in poor conditions. 


Working conditions were barely tolerable, with poor 
lighting, temperature, noise, sanitation and ventilation. 
Workers could not fight for better conditions without the 
threat of loosing their jobs. The established companies grew 


stronger, while competitors were forced out of business. 


As big business emerged, along with it came the evils of 
economic concentration, monopoly and oligopoly. The forces 
causing the businesses to prosper eventually forced the 


government to take a more active role in the economy. Bag 


12 





government began to evolve froma laissez-faire, states rights 
system, to what we have today. The first attempt by the 
Federal Government to control the forces moving the nations 
industries, was the Sherman Anti-Trust Act of 1890 (Chase, 


Poy 4). 


After several failed attempts at unionizing, the labor 
movement was able to gain some concessions from management. 
Changes in the political atmosphere allowed Congress to pass 
effective legislation aimed at regulating business. These 
include the child labor laws, Clayton Act, minimum wage laws 
and several others. These laws served to provide more humane 
working conditions and limited the unfair competition used by 
the established businesses to force competitors peo) 
bankruptcy. They thus opened the United States to the small 


businessman and entrepreneur. 


Post WWII 


After World War II, historians were able to look back at 
the events, which during the war, contributed to the allied 
army's dominance. Shortly after the attack on Pearl Harbor 
the Japanese must have realized the industrial might of the 
United States. The Japanese had apparently miscalculated the 
period of time it would take this country to recover from the 


devastation of the Pearl Harbor invasion. By the end of 1942, 


Ps 





the United States had achieved production rates which 
approached the national production capacity (Faulkner, 1968). 
Or country's ability to convert its industry from that of 
peace time production, and products, to the frenzied 
production of war material, was instrumental in our ability 


to win the war. 


During the war, a large portion of the country's 
industrial might was made up of small businesses. Congress 
was concerned whether small business would be able to obtain 
the credit necessary to expand for war time demands. Congress 
was also worried, whether the economic concentrations caused 
by the increased demand would be disastrous for small business 
if government assistance was not provided. With these 
concerns in mind, Congress passed several pieces of 
legislation, the most significant of which was the Small 
Business Act of 1942, which created the Smaller War Plants 
Corporation (SWPC). The SWPC was to assist small business by 
making loans, certifying capacities and credit, secure 
contracts and subcontracts for the businesses, and lease or 
sell facilities and equipment to small firms. This was the 
first legislation enacted directly aimed at assisting small 
businesses, and was intended to be a temporary agency to be 


terminated at the end of the war. 
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Many other laws and programs were created during the war 
and shortly afterward to encourage hiring veterans, creating 
mew ebusinesses, and financing the war effort. One of the 
programs was the VA loan program; intended to provide loans 
to veterans for the purpose of starting or expanding a 
business. Because of the size and restrictive nature of the 


loans, virtually all of the loans went to small businesses. 


The SBA 


By 1952, congress had the opinion that the RFC was now 
unable to perform its intended function because of influence 
peddling and political loan making (Senate Committee on 
Banking and Currency, 1953). The RFC was also making loans 
to large businesses. By this time the RFC was so wrought with 
corruption, the Republican party returned to power partly on 
its promise to dismantle the RFC. President Eisenhower's 
administration initiated a study, by leading small business 
advocates, to determine the merits of creating a new "small 
business administration". This study included the review of 
the RFC, SWPC, VA and other programs. These initial programs 
were primarily for providing financial assistance to 


businesses, but the study committee also found that, 


eS) 





"At the outset it is important to recognize 
that financing is often not the most acute 
problem of small business. Lack of technical 
and administrative knowledge is often more of 
a handicap to small business’ than its 
(irene vnT hn “OotaiIning credit and Capital 
(U.S. Senate, 1953)." 


So, in addition to providing financial assistance to small 
businesses, the new administration would provide counselling, 
training and management assistance. Congress passed the 
Btitde TL act of 1953" (15 USC chapter 14(a)) which created 
the Small Business Administration (SBA), on July 27, it was 
Signed into law on July 30, 1953. This act later became known 
as the "Small Business Act of 1953." Its purpose was to make 
money more available to small businesses and entrepreneurs 
having little collateral or considerable debts. The money was 
provided directly by the Small Business Administration 
performing the function of a lending institution. The SBA was 
also to provide technical and managerial assistance to the 


small firms. 


The rate of failure for small businesses did change 
drastically after the creation of the SBA, and new business 
starts changed from a decreasing trend to an increasing one. 
It is not known if the increased business starts was due to 
the assistance provided by the SBA, or simply because of a 


better business economy. 
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In 1958, Congress realized the unnecessary burden and 
conflict with private banking companies, of having the SBA 
loaning money directly to small business concerns. In 
response, the "Small Business Investment Act" was signed into 
iawet(l5> Use 4 (b)). The main purpose of this act was to 
remove the SBA from direct involvement in loan transactions. 
To do this, a system of licensing new and existing finance 
companies as, "Small Business Finance Companies" (SBFC), was 
developed. The SBFC's would now be the instrument to carry 
out the policy of the Small Business Investment Act. In 
passing the Small Business Investment Act, Congress Declared 


the Policy to be, 


"to improve and stimulate the national economy 
in general and the small-business segment 
thereof in particular by establishing a 
program to stimulate and supplement the flow 
of private equity capital and long-term loan 
funds which small-business concerns need for 
the sound financing OF their business 
operations and EO their Gis Owen, 
modernization, and which are not in adequate 
Silop lvoe | SalSCao6d) . 


The SBFC's were provided shared capital and were authorized 
to offer loans to qualified small businesses at a rate, and 
term, conducive to business. Loans provided by banks under 
this act proved to be profitable for the lender since they 
involved limited risk, and the terms of the loan gave the 


lender the first option for financing addition debt to the 





small business. 


The 1960's to the Present 


Through the 1960's the Small Business Administration, and 
its guiding legislation, remained significantly unchanged, 
except for two major alterations: The Equal Opportunity Act 
of 1964 and, Executive Order No. 131971. Title IV of the 
Economic Opportunity Act was to provide loans to low income, 
socially disadvantaged individuals who could not secure credit 
at reasonable rates, for the purpose of establishing a small 
business, in high poverty, high unemployment areas (Chase, 
1974). This new loan program was to be administered by the 
Small Business Administration. The second major event of the 
1960's took place on October 13, 1971, when Executive Order 
No. 131971 was signed by President Nixon. This order stressed 
the importance of section 8(a) of the Small Business Act (15 
USC 6). The executive order recognized that due to economic 
class, or social prejudice, entrepreneurs may not get the 
Opportunity to start a business, or compete on an equal basis 
with other firms. To help remedy that problem, the Small 
Business Administration was to reserve contracts, that met 
SeecilLic criteria, for award to “socially and economically 


disadvantaged businesses" (15 USC 636). 
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After the women's movement of the early 1970's, Congress 
recognized that a significant portion of the U.S. economy was 
controlled by women owned companies. Executive Order No. 
12138 was signed on May 18, 1979 by President Carter. This 
legislation acknowledged the increasing part women were 
playing in the United States economy, and recognized that 
women are sometimes discriminated against. It allowed the 
women to be recognized as socially disadvantaged, and 


therefore, eligible for set-aside contracts. 


Many amendments to the Small Business Act and Small 
Business Investment Act (15 USC 14 (a) and (b)) have been 
passed since 1979, however, their significance when compared 


to those already discussed, is minor. 





Sle vevesbeonscume: 
Poe eee ENE oo ea a 
AND 


REDATED DEGISUATEON 


whe Small Business Act 


Due, in part, to the rate of bankruptcies among small 
businesses in the early 1950's, and an increasing awareness 
of the role of small businesses in the U. S. economy; the 
Congress passed the "Title II act of July 1953". Ties eae tc 
later became known as the Small Business Act of 1953 (15 USC 
631). It is this act which eventually established the Small 


Business Administration and set its goals: 


"The essence of the American economic system 
of private enterprise is free competition. 
Only through full and free competition can 
free markets, free entry into business, and 
opportunities for the expression and growth of 
personal initiative and individual judgement 
be assured. The preservation and expansion of 
such competition is basic not only to the 
economic well-being but to the security of 
this Nation. Such security and well-being 
cannot be realized unless the actual and 
potential capacity of small business is 
encouraged and developed. It is the declared 
policy of the Congress that the Government 
Should aid, counsel, assist, and protect, 
insofar as is possible, the interests of 
small-business concerns in order to preserve 
free competitive enterprise...to insure that 
a fair proportion of the total sales of 
Government property be made LO such 
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Sieemorices..-\bor USC 631)." 


The Small Business Administration's creation is actually 


authorized under 15 USC section 633 which states, 


UM@ymeerder tO Carry out the policies of this 
chapter there is created an agency under the 
name "Small Business Administration"...under 
the general direction and supervision of the 
President and shall not be affiliated with or 


be within any other agency...The 
administration may establish such branch and 
regional offices ...as may be determined by 


wae Administra Gist’ 


In order to achieve the goals set by the Small Business 
Act, and its later amendments, the SBA was given the authority 
mer@arry Out the intent of the legislation. Ironically, that 
authority includes the power to restrict competition in 


specific circumstances (15 USC 637(a)). 


The SBA has the authority to procure services, as a prime 
contractor for other federal agencies, and subcontract the 
work to minority owned businesses. They may also restrict 
contracts to competition among only small businesses which 
meet specified criteria. Surety bonds and loans may be 
provided to contractors directly by the Small Business 


Administration, or through cooperative agreements with 
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qualifying lending and surety il javeie MIELE SLoynse The Small 
Business Administration has also been given the responsibility 
of providing disaster relief to small businesses, assist 
agriculture related small businesses, socially disadvantaged 
businesses, and other businesses that are not dominant in 


mmeir field. 


SBA Organization 


The Small Business Administration is, as has been stated 
earlier, a large independent government Agency directly under 
the Executive Branch. All of the key SBA official are 
appointed by the President and confirmed by the legislature. 
These official include the Administrator, who reports directly 
to the President, the Chief Counsel for Advocacy and the 
Inspector General. The SBA headquarters in Washington also 
includes the Office of Congressional and Legislative Affairs, 
maoOlic Communications, Management and Administration, 
Comptroller, Information Resources Management, Special 
Programs, Business Development, Finance and Investment, 
Innovation Research and Technology, Procurement Assistance, 
Minority Small Business, Capital Ownership, International 


Trade, and Hearings and Appeals. 


1. The Small and Disadvantaged Business (SDB) program, Small 
Business Set-Aside program, bonding and loan programs will be 
discussed in greater detail in the following chapters. 
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EneCmeOrrtices —OF Business Development, Procurement 
Assistance, Minority Small Business, and Public Communications 
have the most direct contact with the general public. These 
offices are responsible for providing management assistance 
and counsel to small businesses, managing the contract set- 
aside program, Administering the Small and Disadvantaged 
Business program, which includes determining who is, or isn't, 
eligible for the program; and Public Communications office 
which provides the official interface between the general 
public and the administration. Like most Government 


organizations, the SBA has several levels of administration. 


Under the national headquarters of the Small Business 
Administration, the country is broken into 13 regions, with 
their organizations essentially duplicating that of the 
Washington organization. Under each regional office, the SBA 
is broken into geographic districts, usually consisting of a 
Single state or territory. These districts also have 
organizations similar to the parent regional office, except, 
the districts do not have a procurement assistance program. 
Procurement assistance is a national program managed at the 


regional level. 
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In addition to the regional and district offices, a 
Procurement Center Representative (PCR) is assigned to each 
major federal procurement activity. ieee ne PCR’ s 
responsibility to assist small businesses in locating business 
opportunities and, through review of purchase requirements, 
restrict purchases to competition among small business firms. 
The PCRs act as a liaison between the procurement centers and 
the SBA, and take the role of small business advocate at the 


local level. 


Each office, location and level, within the Small 
Business Administration, works independently within its 
specialty (e.g. Business Development works independent of the 
Procurement Assistance people, within the same district and 
meagion), until a problem or specific assistance is required 


of another office (Parker, 1988). 


Relationship with other Agencies 


Since the Small Business Administration is responsible 
for carrying out the government's small business policies, it 
must be able to direct the procurement actions of the other 
federal agencies. The SBA obtained that authority from the 


Small Business Act; 
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"For the purpose of preserving and promoting 
a competitive free enterprise economic system. 
Congress hereby declares that it is the 
continuing policy and responsibility of the 
Federal Government to use all practical means 
and to take such actions as are necessary, 
consistent with its needs and obligations and 
other essential considerations of national 
policy, to implement and coordinate all 
Federal department, agency, and 
instrumentality policies, programs, and 
acelvyiIEles in Order to: foster the economic 
interests of small business; insure a 
competitive economic climate conducive to the 
development, growth and expansion of small 
businesses; establish incentives to assure 
that adequate capital and other resources at 
competitive prices are available to small 
business; reduce the concentration of economic 
resources and expand competition; and provide 
an SPPOreuniey de Gils entrepreneurship, 
inventiveness, and the creation and growth of 
small business (15 USC 631(a))." 


Through the Federal Acquisition Regulations (FAR) and related 
legislation, (Such as the Defense Federal Acquisition 
Regulations (DFAR) and Surface Transportation Act of 1982), 
the Small Business Administration is given specific authority 
to set procurement goals for each federal agency, and regulate 
maeit contracting actions within the authority of the SBA 


programs. The FAR reads, 


"This part implements the acquisition-related 
sections of the Small Business Act (15 U.S.C. 
631 et seq.), applicable sections of the Armed 
Services Procurement Act (10 U.S.C. 2301 et 
seq.), the Federal Property and Administrative 
Senviees Act (41 U.S.C. 252), and Executive 
Order 12138, May 18, 1979 (48 CFR 19.000 
act De Pa 
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The text of this legislation goes on to state that the law 
covers the following actions, when the contracts takes place 
within the United States, its territories and possessions, 
Puerto Rico and the Trust Territories of the Pacific Islands: 


lize The determination that a concern is eligible for 
participation in the programs identified in this part; 


2. The respective roles of executive agencies and the 
Small Business Administration (SBA) in implementing the 
programs; 


3. Setting acquisitions aside for exclusive competitive 
participation by small business concerns; 


4. The certificate of competency program; 

5. The subcontracting assistance program; 

6. The "8a" program’; 

7. The use of women-owned small business concerns’. 
In simple terms, the FAR says that any policy established for 
the enhancement of competition, promotion of small business, 
and administered by the Small Business Administration, will 
apply to all federal acquisitions, except at locations outside 


of the United States and its territories. 


lg Refers to the Small and Disadvantaged Business (SDB) 
program, which derives its informal name from where it is 
found; section 8(a) of the Small Business Act. This program 
may also be incorrectly referred to as the Minority Business 
Set-Aside program. 


2. The SBA no longer has a set-aside program for woman owned 
businesses. Woman owned businesses are no longer considered 
a minority and therefore, do not qualify as socially 
disadvantaged under the Small Business Act (Parker, 1988). 
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Small Business Defined 


The Small Business Administration does not have a single 
Gefinition of what constitutes "small", when referring to a 
business. In general, a small business is defined as an 
enterprise, "which is independently owned and operated and 
which is not dominant in its field of operation. In addition 
mearhne Administrator, (The Small Business Administration) in 
making a detailed definition, may use these criteria, among 
others: Number of employees and dollar volume of business..." 
(15 USC 632). The SBA defines different size standards for 
each industry. For most industries, the size standard is 
based on the Standard Industrial Classifications (SIC) defined 
for each industry by the Department of Labor. For many 
industries the size standard is based on both gross revenue 
and employment, however, for the construction industry, the 
Size standard is based only on gross receipts. The number of 
employees is a measure of the average employment over the last 
12 months, including full and part time employees. The annual 
receipts, are defined as the average gross receipts received 
Over the previous three years, less sales of fixed assets, 
transfers between affiliates and taxes remitted. All 
construction falls into division C of the Standard Industrial 
Classification system, and reproduced from (48 CFR 19.102) in 


iaole (3.1). 
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Construction Industry 
Standard Industrial Classification Codes 


SiC DESCRUPLION SIZE 


MAJOR GROUP 15-BUILDING CONSTRUCTION-GENERAL CONTRACTORS 
AND OPERATIVE BUILDERS 


1521 General Contractors-Single Family Houses Sey 20010 
1522 General Contractors-Residential Buildings 
Sencmuenanesrmgle Family.......6sc2e. 31700 
ee SO Deen Ever ENT VETS 66 6 5 6 oe ee ss Swe ee ee ew S700 
1541 General Contractors-Industrial Buildings 
ANG) Wie ie pton Sai ae > ie00 


1542 General Contractors-Nonresidential 
Buildings, Other than Industrial 
Bune aings sane WarehnOuses....s.........6- Slee) 


MAJOR GROUP 16-CONSTRUCTION OTHER THAN BUILDING 
CONSTRUCTION-GENERAL CONTRACTORS 


Bamerrghway and Street Construction............. Si 00 
1622 Bridge, Tunnel and Elevated Highway 

COMMS eS C1 (0)0) 5 Aue Ane Cee S ley 20 © 
1623 Water, Sewer, Pipe Line, Communication 

Aiemuower wine —OnStructiOne......6.... SEG 016, 
1629 Heavy Construction, Except Dredging, 

IN lS MG ARS sy Ge 5 Cnn nee SELF eal 010, 
1629 Dredging and Surface Cleanup Activities..... oe S10) 


TAB OE (-3.5°1.) 
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eC 


CoOuseEuce lon Industry 
Standard Industrial Classification Codes 


DESCRIPTION SL oe 


Peer On OURnN i 7-CONSTRUCTION-SPECIAL FRADE CONTRACTORS 


| 7 


Plumbing, Heating (Except Electric), and 


jae (Clopiclabeable) gs) eke (aha ara ara ee ee ae Se 1 OU 
mek Palnting, Paper Hanging, and Decorating..... Sy 600 
Smee Gla MWe ak 2 clerc . (s~scc cuepheme'« SRAAEER ss ws so ee Se aloe 
1741 Masonry, Stone Setting, and Other 

SIC OURS: CG) ae eee $ 7.00 
1743 Plastering, Drywall, Acoustical, and 

Mer Se MecuIRG@ IN: Wie Kelty. give Pees Wei wena 9) 66 ood MG ee Seo 00 
| Po) (Gene GS pretcn@all pic Seat namemrn Si ast ar rr ~e 7.00 
[emer loon taying and Other Floor Work........... Sat) A106 
ime xooting and Sheet Metal Work................ S 00 
ema iatne tee WO Tans sco s os os sc gw + 6 Swaps es ss ede 8 ewe St 00 
iene enemy NM iea 1 LMG. sh 4 oc ee ee es Se eee se ee we o. Panui 
Pe nPranGiinMieai beet EreGE LON. 2. <6 .wisic% 10 oss 0 e's 2 
Memrclass and Glazing WOrk..........0c0.se ee escee > 7 00 
[mea excavating and Foundation Work.............. SS fe 0 
memmwrecking and Demolition Work..........«..... Sag 200) 
moo installation or Erection of Building 

SCE LOS Oe Oa pea Ge Sey e600, 
Pere mopocialm rage Contractors, N.E.C........0.%8. Sr 18000 
Notes: Size standards preceded by a $ are in millions of 


dollars 

N.E.C.: Not Elsewhere Classified. 

Mining and Quarrying of non-metallic minerals, 
except fuels, are included under major group 14. 
All SICs under this grouping, related to the 
construction industry, have size standards of 500 
employees. 


Ramlem oa contd 
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CHAPTER 4 


SMALL OBUSINESo SET-ASIDE PROGRAM 


What is a Small Business Set-Aside 


The Small Business Administration, relies to a great 


extent, on the small business set-aside program to accomplish 


its aim of assuring the preservation and expansion of small 


business. The set-aside program attempts to ensure small 
business receives its "fair proportion" of the federal 
procurement dollar (15 USC 631). To the knowledge of the 


author, none of the statutes nor procurement regulations 
define what is meant by "a fair proportion" of government 


procurement. One training manual described it as follows: 


"the amount of contract awards small business 
would receive if all the existing techniques 
for aiding and assisting small business were 
conscientiously applied by all personnel. If 
all solicitations susceptible to set-aside 
were in fact set aside, if small businesses 
were solicited in every case where they had 
mic capability, and if no technical or other 
barriers were improperly utilized...(NAVMAT, 
985)..." 


The small business administration acknowledges that there are 
certain contracts, which because of size, complexity, bidding 
climate, or other reasons; big business is not interested in 


competing (Pitman, 1988). The proportion of these contracts 
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is relatively small, and changes from day to day due to; 
miuctuatitons in the economy, the large firm's work load and, 
the business goals of a particular firm. The government, 
therefore, tries to stabilize the availability of work for the 
smaller firms by setting aside contracts that could be 
successfully competed among the smaller firms. Before we can 
discuss how a contract is set aside, we must first define what 


a Small Business Set-Aside is. 


Set-Aside Defined 


The latter portion of chapter 3 provided the reader with 
the definition of a small buSiness, as it relates to most of 
the SBA legislation. Those size standards apply to firms 
participating in the Set-Aside program, however, some of the 
programs have different, specific, size limits that differ 
from those listed in table (3.1). One such program is the 


bond program presented in chapter 6. 


Small business, as it relates to the Set-Aside program, 
has been defined, but the meaning of set-aside has not been 
explained. A set-aside is a contract, which because of the 
Scope or any of a number of criteria, has been designated for 
award to only a qualifying small business. The contract may 
be designated as one of two types of set-asides; complete set- 


aside and partial set-aside. 
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The complete set-aside, as the name implies, reserves the 
entire contract for bidding, by small businesses. While the 
partial set-aside may be divided into smaller segments, and 
awarded as two or more contracts. In order to make a project 
into a partial set-aside it must first meet’ several 
Bonditions: 

ls The contract must be separable into two or more 

economic production runs, lots, or complete usable 

facilities. 

Divs Their must be two or more responsible small 

businesses who could furnish a severable portion of the 


GOneract. 


ce Two or more small business offerors must bid, 
otherwise, a partial set-aside will not be made. 


With the partial set-aside, the size of the portion of 
the contract set-aside, will be only large enough to make 
maximum use of the capacity of the small business bidding on 
the contract. The remainder of the project is advertised as 
an unrestricted contract’, Spenco bicgaGing by any “size firm. 
Once the unrestricted segment of the contract has’ been 
awarded, the set-aside portion is priced according to the 
highest unit price in the non set-aside segment (NAVMAT, 
1985). The number of set-aside and partial set-aside 


contracts awarded each year, is somewhat determined by the 


1. Unrestricted competition is often referred to as full and 
Speen competition. 
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established agency goals, and the criteria which govern what 


contracts are to be set aside. 


Goals 


Through the passage of the Small Business Act, Congress 
obligated itself to ensure the country's small businesses 
meceived their “fair share" of the federal contract dollar. 
To do this the SBA imposed upcen itself general goals to strive 
for The SBA was also given the responsibility of 
coordinating and assisting each federal agency in establishing 
detailed, contracting targets. This responsibility was 


provided through 15 USC 644 (g), which states: 


"The head of each Federal agency shall, after 
consultation with the Administration, 
establish goals for the participation by small 
business concerns, and by small business 
concerns owned and controlled by socially and 
economically.disadvantaged individuals..." 


With the enactment of the National Defense Authorization Act 
for 1987 (Public Law 99-661), the Department of Defense (DOD) 
was directed to establish a goal for fiscal years 1987-1989, 
of awarding 5% of all DOD procurement to small business (SBA, 


1987)'. Table (4.1) provides a breakdown, by Majon eladmant 


1. Fiscal Year, abbreviated FY in most federal documents, run 
from October first of one year through September thirtieth of 
the following year. 
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of the goals set for the Navy, by the Assistant Secretary of 
the Navy, for fiscal years 1987-1988 (Pyatt, 1987). Table 
(4.1) is a good example of the goals each of the agencies 
within the Federal Government must develop. It is interesting 
to compare the relative goals set for the various major 
claimants. Naval Facilities Engineering Command, responsible 
for shore structures acquisition and maintenance, has a goal 
of 75% for small business prime contracts and 56% for set- 


asides, while Naval Supply has 29.8% and 15.5% respectively. 


Oe. Major claimant is the top level within a branch of a 
military organization having responsibility for a specialized 
momet lon. For example, the Naval Facilities Engineering 
Command (NAVFAC), is responsible for all facility planning, 
programming and maintenance. Naval Supply (NAVSUP), is 
responsible for procurement, storage and distribution of all 
general commodities. The major claimant is also fiscally 
responsible for the subordinate commands below him. 
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FISCAL YEAR 1987-1989 
SMALL BUSINESS AND SMALL DISADVANTAGED BUSINESS 
CONTRACTING GOALS 


SMALL SMALL SMALL 
BUSINESS BUSINESS BUSINESS 

ACTIVITY PRIME CONTRACT! SET-ASIDE! SUBCONTRACT’ 
MARINE CORPS 40.5% 23.55% N/A 
NAVFAC? 7G ie 56.0% 55.0% 
NAVAIR ees 0.6% DIS ihe 
SPAWAR 12.5% 2.5% N/A 
NAVSEA 7.0% 4.5% 39.0% 
NAVSUP 29.8% 15.5% 39.0% 
ADPSO 17.0% 4.0% N/A 
JCMPO 0.4% Geis N/A 
SSPO 0.3% Gis N/A 
MSC 15.0% 6.5% N/A 
ONR 43.0% 3.6% 12.0% 
OTA NAVY 15.23% 8.7% 30.9% 


Table) (42 1} 


1. Presented in total dollars awarded by the Navy to United 
States business firms. 


D6 Presented by percent of total subcontractor dollars 
awarded by large business prime contractors on Navy contracts. 


3. NAVFAC refers to the Naval Facilities Engineering Command. 
NAVFAC is the command within the Navy responsible for all Navy 
and Marine Corps construction projects and most facilities 
maintenance. 
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FHOCAL YEAR 1987-1989 
SMALL BUSINESS AND SMALL DISADVANTAGED BUSINESS 
CONTRACTING GOALS 


SMALL SMALL 
DISADVANTAGED DISADVANTAGED 
BUSINESS BUSINESS 
ACTIVITY PRIME CONTRACT! SUBCONTRACTS® 
MARINE CORPS Lt ae N/A 
NAVFAC? 6.4% 26.4% 
NAVAIR fe32 4.6% 
SPAWAR 5.3% N/A 
NAVSEA cease 1s 
NAVSUP ote: 18.3% 
ADPSO DOs N/A 
JCMPO 0.06% N/A 
GPO 0, U2 N/A 
MSC eos N/A 
ONR 5.5% eee 
TOTAL NAVY 5.0% 5.0% 
PABILE (4..1)-Cont'da 
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Set-Aside Criteria 


Previously in this chapter, it was mentioned that the 
number of contracts set aside is partially determined by the 
agency's small business goals. The factors which play a more 


important role in determining if a contract will be set aside 


ere. 


ie oStimated COStmoieseconstruction. 

2. Demonstrated interest in the contract by small 
COnNULactors. 

3. Scope and complexity of the work. 

4. Competency of the bidding contractors. 


5. Receipt of responsive offers. 


The estimated cost of construction is undoubtedly the 
first criteria considered in determining if a contract will 
be set-aside. The laws regulating procurement by the Federal 
Government, until recently, set a dollar value of $10,000 as 
the threshold for mandatory small business set-asides. MThe 


legislation reads as follows: 


"Bach contract for the procurement of goods and services 
Which has an anticipated value of less than $10,000 and 
which is subject to small purchase procedures shall be 
reserved exclusively for small business concerns... (15 
WSenroa4 (a). 


a7 





The threshold amount for mandatory set asides is now 


$25,000 as amended by Public Law 99-661 (SBA, 1987). 


Contracts between $25,000 and $2,000,000, are usually 
set-aside. It is the exception rather than the rule, not to 
Pe~wra contract of this doliar value aside, for a contract of 
this size to be solicited on a unrestricted basis, the 
contracting agency must provide written justification, which 
is subject to the concurrence of the Small Business 
Administration’ (Daugherty, 1988). Contracts over $2,000,000 
are reviewed on a case by case basis for set-aside 
determinations. If two or more reasonable offers can be 
expected from small business concerns, the contract will be 


reserved for the set-aside program. 


A contract may be set aside because a contractor has 
demonstrated some interest in the project. This criteria is 
usually more prevalent when dealing with 8(a) contracts. A 
contractor may demonstrate interest in several ways. He may 
fmeadare about a particular contract, either to an SBA 


procurement assistance official, or the contracting officer. 


1. The SBA has final authority in determining both the small 
business size standard for a contract and the decision to set 
peeeontract aside (13 CFR 121.11, and 48 CFR 19.505). This 
paper presented size standards in table (3.1) for various 
construction related fields. The standards presented may be 
altered by the SBA within and among programs. For instance, 
different size standards exist for the set-aside program, SBA 
loans, and Small Business Investment Corporation. 
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He may include his company name on the contracting officers 
bidders list, or he could enroll in the SBA Procurement 


Automated Source System (PASS).' 


The PASS system is a computer database which lists 
company names, products, location and many other business 
statistics. The PASS database can be used much like a 
computerized bidders list and source guide, for determining 


what contracts might be interested in. 


The scope and complexity of the work plays a big role in 
the decision to set aside a contract. The contracting officer 
must determine if he can reasonable expect to have two or more 
bidders. The complexity and extent of the work will eliminate 
many of the otherwise interested contractors. The complexity 
criteria ties closely to the fourth criteria listed. If a bid 
is received from a firm that has had a questionable 
performance history, or limited experience, the contracting 
officer may require a competency determination prior to 


awarding the contract. 


The Small Business Administration is empowered, through 
48 CFR 19.6, to issue Certificates of Competency (COC) to 


contractors who have been deemed non-responsible, by a 


1. Refer to Chapter 7 and Appendix H. 
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Sentracting officer. The Certificate of Competency is a 


certificate, 


Mmissued by the Small Business Administration (SBA) 
stating that the holder is responsible (with respect 
GeweGCAapabl lity, COMpPeLency, Capacicy, Credit, integrity, 
perseverance and tenacity) for the purpose of receiving 
and performing a specific Government contract (48 CFR 
Sie) ec. 


The COC is only issued after a thorough review of the 
contractors past performance, financial status’, business 
experience, and other areas, of concern to the contracting 
officer or the SBA, including personal integrity of the firms 


owners, managers and board of directors. 


Item five in the list of set aside criteria was, receipt 
of responsive offers. This includes not only offers that have 
met the administrative requirements of the contract, such as 
bid bonds, timeliness etc., it also includes the bottom line 
Best Of ene bid. The contracting officer will determine a bid 
to be non-responsive, if it exceeds what the contracting 


Beercer determines is a fair market price’. 


ihe The SBA will not issue a COC to contractors who exceed 
$3.5 million in gross receipts or who have debt to working 
Capital ratios in excess of 10:1. 


2. Often taken as 110% of the government estimate. For 
military contracts awarded under the 8(a) program the Defense 
Acquisition Regulations (DFAR) define a reasonable price as 
being 10% in excess of the government estimate (DFAR 19.7000). 
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Contracts in excess of $10,000 require that a small 
business contracting plan be submitted, and that all 
subcontracts include a minority subcontractor clause (15 USC 
637). Failure to provide such a plan with the bid documents 


may also constitute a finding of non-responsiveness. 


Sualatication for Set-Aside Contracts 


A small business may become eligible for set-aside 
Gontracts through a self-certification process. The FAR 


states, 


"To be eligible for award as a small business, 
an offeror must represent in good faith that 
it is a small business at the time of written 
Score trecatvon... (48 CFR 19.3071)" 


The self certification's reference to, "small business," 
requires that the firm meet the size standards specified in 
the particular contract's bidding documents. To make the 
certification procedure simple, and encourage maximum 


participation in the set-aside program, the FAR requires 
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fiat the Contracting officer accept the contractors self 


@ertification: 


UFRe wrecOntracting Officer shall accept an 
offeror's representation in a specific bid or 
eo oOcdlew.. Cas (CPR 19.301 (b))) 
In the event the certification is challenged, or the 
contracting officer has reason to question the contractors 


ability to perform the work, the SBA has established formal 


grievance procedures. 


Bwecd Priority 


Set-Aside contracts are awarded to small business on a 
priority basis, in order to maximize the potential social 
benefits of government contract. The award priorities are 
based on price, social class of the offeror, economic 
condition, and unemployment rate in his primary area of 
Operation. Assuming several bids have been received and all 
are found to be responsive, responsible bidders, the award 
will be determined by the priorities set by 15 USC 644 (e) and 


mer The priorities are: 


mibpmesmallepusiness Concerns located in labor 
Surplus areas, on the basis of total set- 
aside; 


Weeescma! }epusianess Concerns, on the basis of 
total set-aside; 
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(3) small business concerns located in a 
labor surplus area, on the basis of partial 
set aside; 


(4a) snalimebusiness Concerns, on the basis of 
partial set-aside. 


Contractors not meeting the small business criteria will be 
awarded contracts based on total set-aside, in the order 


defined in 15 USC 644 (f): 


(1) contractors who are not small business; 
(2) and will perform a substantial proportion 
of the production on those contracts) and 


subcontracts within areas of concentrated 
unemployment. 


In addition to the Small Business Set-Aside program, the 
SBA has established another similar program designed primarily 
to assist "socially and economically disadvantaged 


magividquals." 


Chapter Summary 


The Small Business Set-Aside program is the primary means 
by which the SBA attempts to ensure small businesses receive 
their "fair share" of the Federal procurement dollar. Set- 
Aside contracts are those which have been selected by the 
@emtracting agency, the SBA, or a particular contractor, and 


for which the agency believes it will receive at least two 
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Teasonable offers from small businesses. 


Small businesses become eligible for participation in the 
Set-Aside program through a self certification process. iia 
this process they represent, in good faith, that they are a 
small business. By law, the contractor's representation, must 


be accepted by the contracting officer. 


Through establishing small business contracting goals, 
each government agency ensures adequate contracts are 
available for small businesses to participation. The 
contracts will then be competitively bid, but only among small 
businesses, with contract awards being made according to, bid 
price and level of potential social or economic benefit which 


may result. 


4 





CHARTER .5 


THE 8(a) PROGRAM 


Overview 


Since the early 1940's, The Federal Government has 
attempted to assist disadvantaged individuals start and manage 
small businesses... The principal aim of these early programs 
was to employ the "hard core unemployed", rather than the 
development of businesses among them. Even with the passage 
Seeritile LIV of the Equal Economic Opportunity Act, in 1964, 
federal assistance was still aimed at providing loans to firms 
who will provide employment for "the long term unemployed 
(Garvin, 1974)." It wasn't until early 1969 that government 
assistance changed its emphasis from employing the unemployed, 
to developing and assisting small businesses who do business 
in areas of underemployment. This swing in emphasis was due 
principally to the efforts of the new SBA administrator, Mr. 


Thomas Kleppe. 


At the time of Mr. Kleppe's appointment to the SBA, 
Minorities comprised more than 17% of the nation's population, 
yet they owned only 3.9% of the United States businesses 
Meensus, 1971). Of these small businesses, over 70% were 
located in large urban areas and accounted for only 2% of this 


country's small business receipts (Garvin, 1974). Under the 
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new administrator, revived importance was placed on the 8(a) 
program and its use in assisting businesses conducting work 
in socially and economically disadvantaged areas. The focus 
On economically and socially disadvantaged areas was because 
of the statistics previously mentioned, and a study of the 
Mexican-American community (Grebler, 1971). The study, was 
able to develop a definition, on which an entire group could 


be considered socially disadvantaged: 


"A category of people, then, can be defined as 
disadvantaged if society at large has acted by 
omission or commission eo hinder a 
disproportionate number of its members in the 
development of their individual abilities." 


Mr. Kleppe set a goal for the SBA that would speed up the 
formation of minority owned businesses. He intended to 
increase the formation of minority owned business to an annual 
rate of 10,000 per year by June 1969 and to 20,000 the 
following year. This goal would be achieved by lending money 
through nations banks with SBA guarantees, and through 


management assistance provided by the SBA. 


The 8(a) Program 


The 8(a) program, officially known as the Small and 


Disadvantaged Business Program, is a social program, 


"eOrassast Small business concerns owned and 
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controlled by socially and economically 
disadvantaged persons to achieve a competitive 
position in the market place (NAVMAT, 1985)." 


Socially and economically disadvantaged businesses are 
assisted through a prime contractor/subcontractor relationship 
with the Federal Government. The SBA receives its authority 
to enter into contracts with other Federal Agencies through 
the Small BuSiness Act. The legislation reads: 

"It shall be the duty of the Administration 

and it is hereby empowered, whenever it 

determines such action is necessary or 

appropriate- 

(oeeee enter into contracts with the 

United States Government and any department, 

agency, or officer thereof having procurement 

powers obligating the Administration EO 


Piimnish akeateches, equipment,...or to perform 
construction work (15 USC 637)'." 


Under the 8(a) program contracts are awarded to 
qualifying small businesses without competition. The 
contractors are selected according to their capabilities and 


the complexity of the contract. 


A majority of business failures occur during the early 


years of a business' life because of management and 
Organizational problems (Dun and Bradstreet, 1984). The SBA 
ce Administration refers EO the Small Business 
Administration. 
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assists businesses through this rough period by providing 
management assistance, experience, and self confidence. ial 
addition, the 8(a) program provides work for qualifying 
contractors with the potential of a reasonable profit with 


mamimal risk. 


AS a precondition to receiving any management assiscance, 
financial assistance, or participate in the 8(a) program, the 
contractor is required to develop a business plan’. The 
business plan ensures the contractor has completely thought 
out what he intends to accomplish in business. PU iNer >. aa 
proves to the lending agency and SBA that he has realistic 
expectations of his demand and the marketplace. The business 
plan is periodically referred to, and reviewed, during the 


8(a) participation period. 


Contractors may participate in the 8(a) program for a 
maximum of seven years. The clock begins ticking after the 
first contract is awarded to the contractor. At the start of 
the participation period, the contractor may be given a high 


percentage of Government contracts, the proportion will be 


1. One of the strategies employed by the SBA, for new firms 
and those with limited experience, is to fill the firm's 
portfolio with 8(a) contracts that meet the objects of the 
firm's business plan. As the firms gain experience, they are 
encouraged to secure contracts from outside of the 8(a) 
program, thereby reducing their independence on the 8(a) 
program. (Pittman, 1988). 
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reduced as the contractor progresses through his business 
plan. If the contractor accomplishes his business plan 
objectives, the business plan will be revised to included 
higher goals, or the contractor will be "graduated" from the 


program. 
Bawa) Contract Identification 


Contracts performed under the 8(a) program are selected 
in the same manner as those for the set-aside program. The 
contracts may be requested by a qualifying firm after learning 
of the contract, but usually, the contract is selected by the 
contracting agency for award through the 8(a) program. On 
occasion, the Procurement Center Representative (PCR)' will 
identify contracts that should be set aside or awarded through 
the 8(a) program. These contracts will then be brought to the 
Semeracting agency's attention. If the contracting officer 
concurs with the PCR's recommendation, the contracts will go 


TO the SBA for award to gualifying subcontractors. 


1. The duties of the PCR were briefly discussed in chapter 
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SomenaceOr Qualification 


In order to receive contracts under the 8(a) program, a 
contractor must first be a small business. As in the set- 
aside program, the firm interested in receiving government 
contracts self certifies itself in regard to size, however, 
this self certification is subject to the verification of the 
SBA (13 CFR 121.4). The certification is also for a specific 
Standard Industrial Code (SIC) and contract. Each time a 
contractor is considered for award of another contract, his 
size must again be certified and verified by the SBA (13 CFR 


mi.4). 


In addition to meeting the specified size standard a firm 
must be determined to be both financially and socially 
disadvantaged. As it relates to the 8(a) program, a socially 
and economically disadvantaged small business concern is a 


rm : 


"(A) which is at least 51 per centum owned by 
one @re more socially and economically 
disadvantaged individuals; or, in the case of 
any publicly owned business, at least 51 per 
centum of the stock of which is owned by one 
Otg more socially and economically 
disadvantaged individuals; and 

(B) whose management and daily business 
operations are controlled by one or more of 
CMewernidividuals: (15 USC 637)." 
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Socially disadvantaged individuals are defined as "those 
who have been subjected to racial or ethnic prejudice or 
Suebtural bias..." because of their identification with a 
particular social group (13 CFR 121.105). The SBA determines 
what groups will be included in this category based on four 


eri1teria: 


ie The group must have suffered the effects of 
discriminatory practices over which it had no 
GOnerol , 


Jae The group must have generally suffered from the 
prejudice or bias, 


EPelnemexisctence Cf the GoOnditions in items (1) and (2) 
above, must have resulted in economic deprivation, 


Gee The conditions listed in items (1) through (4) must 
have produced business impediments for members of the 
GEcup for whach they had no control, and which are not 
common to other small businesses in the same industry (13 
err 124.105). 


Smeups included in this category are listed in 13 CFR 124.102 
paragraph (b), they include: Black Americans, Hispanic 
Americans, American Indians, Eskimos, Native Hawaiians, Asian 


Pacific Americans’. 


ieeesian Pacific Americans include persons with origins from 
Japan, China, the Philippines, Vietnam, Korea, Samoa, Guam, 
Laos, Cambodia, Taiwan, Northern Mariana Islands, and Trust 
Territory of the Pacific Islands. Other groups may be 
included after consideration by the SBA. Procedures for 
Bemscideration are included in 13 CFR 124.105 (ad). 
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Economically disadvantaged individuals are defined, 
first, as "socially disadvantaged individuals..." They must 
also be individuals whose ability to compete in the market 
place has been, "impaired due to diminished capital and credit 
opportunities (13 CFR 124.106)." The status of the individual 
or firm applying for SBA assistance is analyzed in regard to 
his personal financial situation, his business financial 
status, and access to credit and capital; before establishing 


his status as an economically disadvantaged individual. 


The 8(a) program considers the financial status of the 


business owner and of the business because, 


"it is not the intent of the 8(a) program to 
allow program participation to concerns owned 
and controlled by socially disadvantaged 
individuals who have accumulated substantial 
wealth, have unlimited growth potential and 
have Oi experienced or have overcome 
impediments to obtaining access to financing, 
markets and resources (13 CFR 124.107)." 


Additionally, the firm being considered for a contract 


award must also be able to perform the contract. 


"To be eligible to participate in the section 
8(a) program, an otherwise eligible applicant 
concern must be determined to be one that with 
contract, financial, technical and management 
Support will be able ZO successfully 
Pertormm-. Wise crR 124.107)." 
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Lastly, the firm must also show that with continuing SBA 
support, the business will have a reasonable prospect for 
euccess at the end of the seven year term of 8(a) 
participation. So, even if a new firm hasn't had any previous 
mentraccts it may still participate in the program, if they can 
demonstrate a "reasonable prospect for success." A firm may 
be judged to have reasonable potential, if the firms 
principals have business experience or experience in the 


particular field they now intend to enter (Pittman, 1988). 


Once a contractor has been qualified for participation 
in the 8(a) program, he becomes eligible to receive SBA 
subcontracts. When a contract has been referred to the SBA 
for contracting through the 8(a) program, the SBA attempts to 
match the demands of the project with the specific 


capabilities of a qualified eonmuacwer . 


is Many of the contracting officers interviewed for this 
paper indicated that SBA selection of contractors was an area 
of great concern. They felt the SBA did not review the 
contractors capabilities sufficiently, or did not adequately 
consider the administrative burden placed on the contracting 
officer. The GAO supports these contracting officer's opinions 
in its 1981 report, The SBA 8(a) Procurement Program - A 
Promise Unfulfilled (GAO, 1981). These same -Gontracting 
officers indicated they seldom have termination or default 
problems with 8(a) contractors. 
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Contractor Selection 


The contractors considered for award of a contract must 
first be classified as small business under the SIC code for 
mide = particular contract. A review of the firms financial 
data, experience and business plan, is then undertaken by the 
SBA. The SBA attempts to match the contract and contractor 


to try to compliment the firms business plan. 


The contractors ability to be bonded is important in many 
g@ostances, so along with looking at the ability of the firm 
to finance and manage the project, the SBA also reviews the 
firms bonding capacity. In special instances, if the firm 


cannot be bonded, the SBA can waive that requirement. 


"no small business concern shall be required 
to provide any amount of any bond as a 
Pondicion Of receiving any subcontract...if 
the Administrator determined that such amount 
is inappropriate for such concern aig 
bPeptorming such contract (15 USC 637(2))." 


The requirement for bonds may only be waived if: 


1. The SBA takes appropriate measures to protect 
material suppliers and persons providing labor to 
the firm receiving SBA assistance, 


2s The SBA assists a small business receiving 8(a) 


benefits, to develop financial and other capabilities as 
necessary to receive the required bonding, 
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oe No surety firm will issue the required bonds even 
Wit ene Title IV Gpewamcee |, or 


4. The firm is a start up firm and has not been 
conducting business under the 8(a) program for more than 
one year (15 USC 637 (4)). 
In addition to the qualification criteria already outlined, 
for construction contracts, the contractor receiving the award 
must have its principal place of busSiness within the 


administrative region of the SBA office giving the award (15 


mse 637). 
Contract Award 


After the contractor is chosen, both the contractor and 
contracting officer are notified of the selection. Barring 
any grievances, the contract price will be negotiated and the 


contract awarded to the selected subcontractor. 


The Small Business Administration is directed by 15 USC 
637, as to what methods will be employed for awarding 


contracts to small businesses. Under part (c) of the same 


1. Title IV refers to the Loan and Surety bond program of the 
omall Business Act. This program is outlined in chapter 6 of 
this paper. 


= 





legislation, the SBA is authorized to, 


".,..arrange for the performance of = such 
procurement COnErAcCES = Sy Negotiating or 
otherwise letting subcontracts to socially and 
economically disadvantaged small business 
concerns..." 


The negotiations are performed by Members of the Minority 
Small Business and Capital Ownership Development (MSBCOD) 
staff on behalf of the small business receiving the award’. 
The contractor will be present during the initial negotiation, 
but usually does not actively participate until later 
negotiations. The aim of the negotiation is to settle ona 
mutually agreeable price, that, additionally, is fair and 
reasonable. For all Federal 8(a) acquisitions, a price within 
ten percent of the Government estimate is considered fair and 


reasonable (FAR 19.806-2). 


As has already been mentioned, the SBA may take on 
several roles in addition to that of the prime contractor. 


During the life of the contract the SBA, for brief periods, 


e Note that the authorization is only to socially and 
economically disadvantaged small businesses. 


Die Although the SBA is performing the function of a prime 
contractor, the negotiation 1S carried out between the 
contacting agency and the SBA, yet it is the subcontractors 
price that is negotiated. The contractual parties in the 
negotiation are not the SBA anc the contracting agency, they 
are the SBA and the subcontractor. 
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may assume the role of a contract administrator or project 
manager. Each of these contracting functions could be 
accomplished using any of the numerous resources available to 
the SBA. The extent to which the SBA will perform these 
functions, or the method employed, largely depends on the 
particular COncract., capability Oe the CONT CaCroOn, 
difficulties the contractor is experiencing, and extent of 
time the contractor has been in the 8(a) program. Unlike the 
usual Prime/Sub contractor relationship, the SBA becomes 
directly involved in the subcontractors operation when 
difficulties are experienced, hence, the multiple roles of the 
SBA. One must understand, the ultimate objective of the Small 
Business Administration is to assist small businesses. This 
objective is pursued by the SBA, regardless of the contractual 


relationship with the Government. 


Iimealmost any other agency, a multiple contracting role, 
such as the SBA's would undoubtedly be considered a conflict 
of interest. Yet, it is the "duty" of the SBA to receive 
contracts from other agencies and award them to private 
contractors, without competition. At the same time the SBA 
must ensure the contractor profits from the contract, and 
still the Government must receive the work for a fair and 
reasonable price. iMwoeadGdiclon wedi. thesvscontrecton jhas 
Gifficulty on the contract, the SBA will provide management 


assistance and even direct management of the work if 


Dy. 





necessary. All of these topics will be discussed in more 


detail later in this chapter and in succeeding chapters. 
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CHARTER 6 


CONSTRUCTION RELATED LOANS AND BONDING 


The SBA Guarantee Loan and Direct Loan 


The Small Business Administration is given authority 


merough 15 USC 636, to issue loans, 


"to the extent and in such amounts as provided in advance 
in appropriation AGES OT plant acquisition, 
construction, conversion or expansion...to any qualified 
business concern (15 USC 636)". 


The same section of the law goes on to state that the loans, 


"may be made either directly or in cooperation 
with banks or other financial institutions 
through agreements to participate on an 
immediate or deferred (guaranteed) basis...(15 
USC 636)" 


In simpler terms, the SBA is allowed to provide financing 
through direct loans, from the Small Business Administration, 
or through guaranteed loans from private lenders. Both types 
of loans are very similar, except with respect to the 


availability and extent of financing. 


ae, 





Comparison of SBA Guaranteed and Direct Loans 


The amount of money available for direct loans is 
dictated by the amount appropriated by congress, consequently, 
it is not always available. The SBA attempts to assist more 
businesses with the amounts appropriated by limiting the size 
of the direct loans to less than $150,000. Additionally, 
during periods of short money supply, additional restrictions 
may be imposed. For instance, at the time of the writing of 
this paper, direct loans were restricted to Vietnam era 
veterans, disabled veterans and handicapped individuals, or 
firms owned by or employing handicapped workers. One last 
mae-Condition; before a firm can apply for a direct SBA loan, 
it must first show that it was turned down by two lending 
institutions (15 USC 636)'. Except for these few 
restrictions, the SBA guarantee loan and the SBA direct loan 


are identical. 


Pe@plication and Qualification 


Por a £Lirm €o qualify for either of the SBA sponsored 
loans, the firm must first be a qualified small business. For 


the purposes of the loan programs; a qualified business is any 


i this restriction applies when the applicant is applying 
in a locality of 200,000 people or more. Its justification 
is so that the SBA is sure that it is not in direct 
competition with private lenders (Merriday, 1988). 
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business operated for profit, that meets the size standard 
discussed in chapter 3, and, who is not dominant in its field. 
The business however, cannot be one that is, "involved in the 
S@reation or distribution of ideas or opinions (SBA, 1987)." 
Businesses that would fall into this category include non- 
profit organizations, newspapers, magazines, schools that 
teach "academic subjects," and broadcasters. Other 
restrictions include loans to other lending institutions and 
loans for the purpose of financing real property for 


investment. 


The loan applicant must be able to meet the same credit 
requirements of a regular commercial loan'. In fact, the bank 
processing the loan application has the first option to 
finance the loan, it therefore, will have the same credit 
requirements for the SBA loan. The credit requirements are 


set by the particular bank processing the loan. The SBA takes 


1. The SBA lists five general pre-qualification requirements: 
1. Be of good character. 
2. Show ability to operate a small business. 
3. Have sufficient capital in an existing firm so 
that the applicant can operate successfully. 
4. Show past earnings or projected prospects of the 
firm which indicate ability to repay the loan and 
other fixed debt. 
Ds Have a reasonable amount of personal capital 
available in order to withstand possible losses, if 
the venture is a new business. 


In addition to these, a reasonable, detailed business jolie toa 
required for approval of direct SBA financing (SBA Loans, 
1988). 
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the position that it is new in the banking business, the firms 
that are processing the guaranteed loans have more experience 
and have more at stake than the SBA, they therefore, are more 
qualified to set the lending criteria. Further, the bank is 
in business to make money, they must then be more responsible 
for the loans approved (Merriday, 1988). If a loan is turned 
down by the processing bank, the applicant can request that 
the loan be processed for an SBA guaranteed loan. Loans will 
only be guaranteed by the SBA if the applicant is first turned 
down by the lending institution. If the bank elects to 
participate in the program, and is willing to finance the loan 
with an SBA guarantee, then the application is forwarded to 


the SBA for approval’. 


Commercial lending institutions may deny a loan for any 
reason without having to be held accountable for their 
decision. The Small Business Administration on the other 
hand, is an arm of the Government, accountable to Congress, 
the President and the people. For this reason, when 
applications are received, for either a direct or a guaranteed 
loan, the SBA must completely review: 

a. business experience, 


Joyn formal education, 


ieee Through participation in the FDIC and FSLIC system, all 
banks are eligible to take part in the Federal loan programs, 
however, some banks elect not to process VA or SBA loans. 
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c. potential market, 
Gee redit history Gf the firm and principals, 
e. size of loan, 
f. management capability, 
g.- business plan, 
and other pertinent information relative to the business, the 


loan, or the market the firm is entering. 


Loan Terms 


As has been explained in the previous section, SBA loans 
and SBA guaranteed loans go through the same, or more rigid 
scrutiny than a commercial loan. Part of the reason for this 
is to help ensure that the SBA is not in direct competition 
with private lending institutions. To eliminate direct 
competition, the SBA has stipulated that they will not back 
a loan unless the local banks have already denied it. ile 
addition, the rates for SBA loans are usually higher than 
those available commercially. However, the laws do restrict 
the rate that can be charged by tying it to the prime lending 


rate: 


"The rate of interest on financing 
made...shall not exceed a rate prescribed by 
the Administration, and the rate of interest 
for the Administration's share...shall not 
exceed the current average market yield on 
outstanding marketable obligations of the 
Wasted States (15 USC 636)." 
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The rates presently "prescribed" by the Small Business 
Administration are 2.25% and 2.75% above the prime lending 
rate, for terms up to seven years and over seven years, 
respectively’. These rates are the maximums that may be 
charged, with rates adjusted quarterly (except on direct 
government loans). A financial institution may extend SBA 
guaranteed loans at lower rates, depending upon the business 
prospects presented. The SBA charges 2% of the guaranteed 
portion of the loan as a guarantee fee. The 2% is in addition 


to the lending institutions interest rate. 


Guaranteed portions of loans run from 85% to 90% of the 
loaned amount, depending on the size of the loan. The SBA 
will guarantee 90% for loans up to $150,000. Loans between 
$150,000 and $500,000 will be guaranteed at 85%. No loans in 


excess of $500,000 will be approved. As stated earlier, 


1. The maximum term for an SBA direct or guaranteed loan is 
25 years. Terms of this length are only for construction, 
renovation or major alterations. The law also states that the 
term may be extended to the estimated completion date of the 
meerations (15 USC 636). 


2. The prime lending rate is taken as the minimum New York 
prime rate published in the Wall Street Journal on the date 
the application is received (SBA Loan, 1988). 
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eerect loans are limited to $150,000’. 


ima. additzaon to the SBA guarantee, the lending 
Miseltucion 1s required by the SBA, to have the loans 
collateralized, "or so secured as reasonably to assure 
repayment (15 USC 636)." The SBA also requires that start- 
up businesses owners, provide 25% to 30% of the business' 
capital requirements, before the SBA loans will be approved. 
This provides an added measure of security to the loan, making 


the SBA guarantee program more attractive to the lender. 


Uses of SBA Loans 


The SBA backed loan, or direct loan, may be used for 
almost any normal business function, however, the SBA does 
reserve the right to refuse the loan, "if it determines that 
the loan will not benefit the small business concern (15 USC 
636)." The legislation specifically states that the loans may 


also be used for the finance of, 


"residential or commercial construction or 
rehabilitation for sale: Provided, however, 
That such loans shall not be used primarily 
HOrmene acguiscition of land (15 USC 636)." 


1. In the event a lender decides to request the guarantee, 
the SBA will take over the loan. In this case, the SBA is 
allowed to service the loan regardless of the dollar amount. 
(Merriday, 1988). 
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Additionally, the legislation does not rule out the use of 
these loans for the purpose of refinancing existing debt, 
unless it is simply to prevent a loss to a present lending 
institution. SBA backed loans may also be used for financing 
employee trusts, formed for the purpose of taking over an 
existing small business. The trust must have sufficient 
capital to obtain 51% of the company stocks and these stocks 
must be owned by at least 51% of the trust members (15 USC 


B56)) 


The SBA Small General Contractor Loan 


Peonably ~the biggest problem facing construction 
contractors is, maintaining a positive cash flow. Many 
research papers have been written on this topic, even entire 
books have been dedicated to the subject. Construction firms 
often have difficulty financing the early stages of a 
Pemstruction project due to high capital outlays for 
materials, and wages. The problem with cash out-flow is 
further compounded by little or no income in the early phases 
of the contract. Slight miscalculations, or delayed progress, 
could be catastrophic for small firms with limited working 
capital. The construction industry is very volatile, and has 
a high degree of inherent risk, consequently, banks usually 
are unwilling to make loans to small construction contractors 


Mienriday, 1988). To assist small construction firms through 
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mew lean period at the start of construction, the Small 
Business Administration has developed a Small General 


Contractor Loan Program. 


The Small General Contractor Loan provides working 
mapmctal to qualified construction contractors for the purpose 
of project financing, or expanding their existing facilities. 
This type of loan is provided through a cooperating local 
lending institution, and is 100% guaranteed by the Small 


Business Administration. 


To qualify for the loan, the contractor must be able to 
prove that he has been unable to secure a loan from another 
lender in the vicinity. The SBA does not set any 
qualification restrictions for this loan, except that the firm 
be a small construction business, and that the loan be used 
to cover only direct contract costs. It is also stipulated 
that the loan not be used for the improvement of certain types 
of establishments, or for the purchase or improvement of 


resale property’. 


ies Establishments that cannot be financed with a Small 
General Contractor Loan include gambling casinos, areas of 
illegal commerce and trade etc. 
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The terms of the Small General Contractor Loans are set 
by the lending institutions, but usually are for a term equal 
to the contract period. The interest rates charged for these 
loans are usually slightly higher than regular commercial 
loans, but the rate is capped at 2.75% over the prime rate. 
Paso, the contractor is limited to one loan per contract, but 


may receive any number of loans up to a total of $500,000. 


In the event the contractor is unable to repay the loan, 
the lending institution may elect to try to recover the 
balance, liquidate the collateral (i.e. place a lean on the 
project), or recover the SBA guarantee. In fact, at any time 
during the term of the loan, the lending institution may 
request that the SBA take over the loan, and honor its 


guarantee. 


SBA Bonding 


Most commercial surety companies prefer to restrict their 
business to large construction firms, having business volumes 
in excess of $20 million, and net worth in excess of $40 
million (Merriday, 1988). Construction firms that fall within 
this financial category present a reduced risk of default, and 
a higher business volume for the surety company. AS a 
Benmsequence, it is often difficult for smaller firms, 


particularly new businesses, to receive bid, payment and 


68 





performance bonds. Unfortunately, all Federal contracts in 
excess of $25,000 and most large private contracts require 


bonding. 


To overcome the bond restriction, the SBA developed the 


Bond Program in 1970. The law states: 


"The Administration may...upon such terms and 
conditions as it may prescribe, guarantee and 
enter into commitments to guarantee any surety 
against loss, as hereinafter provided, as the 
result of the breach of the terms of a bid 
bonds, payment bond, or performance bond by a 
principal on any contract up to $1,000,000' (13 
GER 694(b))." 


As with all of the SBA programs, the recipient of the 
bond must be a qualifying small business, however, the size 
limit for the bond program is much smaller than for most of 
the other SBA programs. A company requesting an SBA backed 
bond cannot exceed $3.5 million gross per year, for the three 


previous years’. 


Bond Qualifications 


1. The value of the contract limit was recently amended to 
pez 0,000. 


De For new firms, the first year projected gross receipts 
cannot exceed the $3.5 million limit. 
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As with SBA backed loans, the commercial surety firm 
fareen the contractor is applying through, has the first option 
on providing the requested surety. Only after the commercial 
firm has refused to provide the bond, can it be backed by the 
SBA. If the surety company decides that it will issue the 
bond with an SBA guarantee; in addition to the size limit 
mentioned above, the firm applying for a bond must also meet 


several additional prerequisites: 


1. The bond must be a requirement of the contract and 
is needed for a contractor to bid on the contract, or to 
serve as the prime contractor, 


2s The firm is unable to receive a bond at reasonable 
terms and conditions without a guarantee by the SBA, 


Bi. The Administration determines that there is a 
reasonable expectation that the contractor will perform 
jrhe contract, 


4. The contract meets the Administrations requirements 
for feasibility and reasonableness of cost, and 


ae The conditions of the bond and fees assessed are 

reasonable in light of the contract risks-~= and 

requirements (13 CFR 115.1) 
If all of the listed preconditions are met, the application 
would then be reviewed by the SBA using essentially the same 
criteria, and scrutiny, as for loan applications (Merriday, 
1988). The applicant's credit history, business experience, 
education, expertise, and financial status will be reviewed. 
Firms who recently received SBA backed bonds, may not be 


reviewed again, provided the contract, for which he now 
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requires a bond, is of similar nature and size(Merriday, 


1988)!'. 


The SBA guaranteed bond program was created to make bonds 
available to small contractors. To do this, a number of the 
qualification requirements used by commercial surety companies 
needed to be relaxed. Unlike the requirements for commercial 
bonds, the SBA backed bond, only requires an equity to working 
@apatal ratio of 10:1; roughly one fourth of that required for 
commercial bonds. Further, existing firms need only show a 
profit over the last three years, as apposed to five for the 
commercial bonds. These differences, along with the 80% 
Government guarantee’, allows the participating surety company 


memassue bonds to smaller contractors. 


Unlike the loan programs, the surety company does not 
have the option of relinquishing its bond to the SBA. In 
fact, in the event the contractor fails to perform in 
accordance with the contract, the surety is responsible for 
resolving the claim against the bond. Only after the issues 


have been resolved will the SBA honor the guarantee. 


fle Similar size limits were described to the author, to be 
not more than 200% of the previous dollar value. 


Z- The SBA is authorized by 13 CFR 115.1 to guarantee up to 
90% of the bond amount, however, the SBA policy is presently 
to guarantee only up to 80%. 
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fonaitions and Cost 


Although the SBA places several conditions on the 
contract size a firm may receive bonding for, the SBA places 
no limit on the number of SBA bonds issued at any one time. 
Since the firm's expertise, work capacity, and equity/working 
capital ratio, is checked by the issuing bonding agency, there 
is no need for the SBA to place a limit on the number bonds 


held by a company. 


A firm will most likely limit the number of SBA bonds it 
holds because of the cost of the bonds. Again, the SBA cannot 
be in competition with private firms, and to make it 
attractive for commercial sureties to offer SBA bonds, the 
charge for them must be attractive to the bonding company. 


The legislation authorizing the guarantee of bonds states, 


"The Administration shall administer this 
program on a prudent and economically 
justifiable basis and shall fix a uniform 
annual fee which it deems reasonable and 
necessary for any guarantee issued...to pay 
administrative expenses incurred... (13 CFR 
i) [Sa 


The present rate charged for the SBA guarantee is $6 per 


thousand dollars of bond value, which is intended to cover the 
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administrative cost of the bond processing . This rate is 
over and above the commercial bond price, which cannot exceed 
$18 per thousand. So, an SBA guaranteed bond may cost up to 
$24 per thousand dollars of contract value, as apposed to $18 


miamless for a commercial loan. 


In addition to the loan and bond programs discussed 
above, the SBA has several specialty loan programs and general 
business assistance programs. For the sake of completeness, 
these additional programs will be discussed briefly in the 


next chapter. 


1. The processing fees collected are credited to-a fund set 
up exclusively for bond underwriting. The amount in the fund 
is presently set at $35,000,000 by 13 CFR 115.1 
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CHAPTER 7 


SPECIAL LOAN AND BUSINESS ASSISTANCE PROGRAMS 


Pec eculssion 


Chapter 2, discussed the history of small business 
assistance programs, but a few points are worth reiterating. 
As early as 1935 the Government recognized that small 
businesses suffered because of a lack of adequate long term, 
and equity financing. A gap existed in the structure of the 
meerons Linancing institutions which made it difficult for 
small businesses to receive long and short term debt, 
investment, and equity capital. To fill this gap, and provide 
management assistance to the small firms, the Small Business 
Act of 1953, and the Small Business Investment Act of 1958 


were passed. 


The Small Business Investment Act of” 1958 created the 
Small Business Investment Companies (SBICs), which were 
created specifically for providing long term equity and risk 
Capital to small business entrepreneurs. The SBICS were 
intended to fill the portion of the gap not addressed by the 


creation of the Small Business Administration. 
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The Small Business Act created the SBA and empowered it 
to make loans, "to the extent and in such amounts as provided 
imeaavance in appropriation acts...for plant acquisition, 
Bemstruction, conversion or expansion...(15 USC 636)". It did 
not, however, provide risk capital or equity capital for the 
small business community, hence the need for the Small 


Business Investment Company. 


Many new assistance programs have been created by the SBA 
Since the start of the Small Business Investment Companies, 
but the Small Business Administration's loan and bonding 
programs are undoubtedly the most well known and widely used. 
Four key factors play a major role in this popularity. First, 
the programs are among the least restricted of all of the 
SBA's direct assistance programs, and hence, are available to 
a Wider range of businesses and business owners. Secondly 
ma@ey are not restricted to utilization by contractors doing 
business with the Federal Government. All of the programs 
discussed to this point restricted participation to firms 
doing business with the Federal Government. It was only after 
establishing a business relationship with the government that 
the firm became eligible for any of the programs. 
Participation in any particular program was then, further 
restricted by economic factors, race, or social status. 
Third, These two programs are not directly administered by the 


small Business Administration. Both programs are administered 
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and managed on a daily basis by private lending and surety 
institutions, providing a broader coverage area from which 
individuals can be exposed to the programs. Lastly, the 
programs do not depend on public awareness of them for 
femlization. Banks and surety companies are the only 
institutions who must be aware of the programs. It is the 
loan or surety company who decides whether to use the SBA 
guaranteed loan or bond, not the applicant. iecdeG iteston te 
these two well known programs, which were discussed in the 
last chapter, the SBA has a number of loan and management 


programs that are not as well publicized. 


Mean Programs 


The Small Business Administration offers eleven loan 
programs to the community, businesses, and entrepreneurs. The 
loans are available for disaster recovery to capital 
investments and equity capital for risk investment. Each loan 
program has rates and terms which are commensurate with the 
risk, potential return, and monetary value involved. Usually 
these rates are slightly higher than commercial loans and are 


limited in the amount of capital available. 


By involving private investment companies in business 
development, the SBA is able to limit the impact its funding 


Shortfalls have on the business development programs it 
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Sponsors. One such program is the Small Business Investment 
Company’. The SBICs are privately owned and operated, profit 
making, investment firms that are privately capitalized. The 
SBA only provides leverage capital, licenses and regulates 
them. Since the SBICs are to be profit making organizations, 
the board of directors determines qualification criteria and 


Loan terms. 


It is primarily through the SBICs, that the SBA makes 
venture capital available to small business entrepreneurs. 
Capital is made available in two ways; conventional loans, and 
equity loans. Because the SBIC's are looking for a high 
return on a limited number of investments, loans are usually 
in large sums and at rates slightly higher than conventional 
loans, (Merriday, 1988). The SBIC will provide equity loans 
when it feels the applicant has a better than average chance 
for significant profit. In this case, the SBIC assistance is 


limited to less than a controlling interest in the firm. 


A program very similar to the SBIC program is the Local 
Development Company program. A Local Development Company is 
an organization of local businessmen and political leaders who 


have formed a corporation to promote the development, or 


i. The SBA also has a Minority Enterprise Small Business 
Investment Company (MESBIC) which is limited to assisting 
social and economically disadvantaged businesses. 
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Mmmermevement, Of a Specific locality. This program combines 
local investments with SBA grants. through Woeeal Vending 
institutions, area businesses may receive loans. 40% of the 
sum loaned by the bank is then matched by the SBA. These 
loans may be used for plant acquisition, construction, 
conversion, expansion, land acquisition or machinery and 
equipment purchases. In the event the construction or 
equipment acquisition is for pollution control devices, the 
SBA has a special program to assist small businesses in this 


area. 


In cooperation with: financial institutions, the Federal 
Government, State and Local agencies, the SBA provides 
financial assistance to small firms for the purpose of 
planning, design and construction of government mandated 
Pollution control facilities. Under this program loans may 
@emong term, and up to $500,000. Pollution Control Loans are 
100% guaranteed by the SBA. Only businesses that are at an 
operational or financial disadvantage with respect to similar 
businesses, are eligible for these loans. jQA Bs Cepsiealslameyy, 
determinations are made by the SBA Pollution Control Financing 


meat in Washington, D.C. (SBA OPC-2, 1987). 


Homes and businesses may be damaged by hurricanes, 
floods, tornados and other natural disasters. Catastrophic 


damage causes hardship and economic losses for individuals and 
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the community. When the President or the Administrator of the 
Small Business Administration, declares an area to be a 
Gisaster, the SBA may assist the affected communities with two 
types of loans: the Physical Disaster Loan, and the Economic 


Injury Disaster Loan. 


The Physical Disaster Loans are made to homeowners, 
renters, businesses (large and small), and nonprofit 
organizations, for the repair or replacement of their property 
and businesses. Disaster loans will usually be provided by 
a commercial bank, with the SBA providing an 80% guarantee. 
The amount loaned cannot exceed the replacement or repair cost 
of the property, and is only provided when the property is 


not insured. 


The Economic Injury Disaster Loan is strictly to assist 
small businesses in declared disaster areas. The small 
businesses must have suffered substantial economic losses, due 
to a disaster, before they are considered eligible for the 
loans. Loans issued under this program may be used for 
working capital, and to pay financial obligations which could 


have been met had the disaster not occurred. 


Three additional small business loan programs are the 
Energy Loan, Handicapped Assistance Loans and Seasonal Line 


Se creaqit Loan. 
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The Energy Loan program attempts to promote competition 
in the alternative energy and energy conservation fields, by 
offering credit to small firms engaged in the development, 
manufacture, marketing, service, installation or maintenance 


of energy conservation equipment. 


Handicap loans help small firms that are owned by or 
employ handicapped individuals. The loans may be used for 
renovating the facilities Ee, accommodate handicapped 


individuals or for general business needs. 


Lastly, the Seasonal Line of Credit loan provides working 
capital to retailers who are engaged in highly seasonal sales. 
The line of credit provides money for the purchase and 


restocking of seasonal commodities. 


Business Development and Management Programs 


In addition to the programs directly supported, managed 
and funded by the Small Business Administration, there are 
several resources available to small business firms, that work 
in partnership with the SBA. These resources include the 
Senior Corps of Retired Executives (SCORE), Small Business 
Development Centers (SBDC), and Small Business Institutes 


(SBI). Each of these organizations provide an array of 
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services from general business counselling, to researching 
specific production problems. The services are completely 


mree to the small businessman. 


OCORE 


SCORE is an independent counselling organization working 
in partnership with the Small Business Administration, to 
provide advise and counselling assistance to small business 
managers. It has 388 chapters throughout the country, with 
over 12,500 counsellors and an additional 400 satellite 


chapters. 


The SCORE counsellors are retired executives, who give 
of their time and expertise, to provide counselling services 
to businesses experiencing problems, doing well and want to 
expand, or to entrepreneurs who are considering going into 
business. The counsellors expertise covers all facets of 
business in most industries, so when a request for counselling 
is received, SCORE attempts to match the problem and firm, 
ween a counsellor familiar with that difficulty in the 


Specific industry. 


mane SCORE Organization provides classroom training, 
seminars and workshops at a minimal cost, in various-locations 


throughout the SBA region. These trainirg workshops are open 
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to individuals, and business persons regardless of the size 
of the company. If enough interest is expressed, special 
training seminars and workshops can be scheduled, and are 
usually open to the general public. Appendix H provides 
samples of the types of seminars offered, and typical workshop 


and training schedules. 


Assistance with many of the SBA forms and application 
procedure may be received form the SCORE counsellors. This 
service could include development, and updating of business 
plans, review of loan requirements’, or referral to other SBA 


programs. 


SCORE also serves as a clearing house for the SBA and 
SCORE studies. Samples of fact sheets, management assistance 


and training documents, are included in appendix H. 


smali Business Development Centers 


The Small Business Development Centers are located at 
many colleges and universities across the country. They are 
usually staffed by senior management students, and supervised 


by a management faculty member. The SBDCS provide many of 


1. Often new business owners will apply for loans only to be 
turned down by the bank. The score counsellors will assist 
in evaluating what capital is actually needed or suggesting 
alternatives to debt capital. 


82 





the same counselling services as the SCORE organization, 
however, this program also provides hands on experience for 
the students. It has the added advantage of having the 
university's resources available for research and field 


studies. 


The SBDCs are funded by grants from Congress, and so, the 
Services provided like the SCORE counselling, is free. When 
a firm experiences a problem which is common within an 
industry, or demonstrates a salient point, copies of the 
counselling notes will be published and distributed to the SBA 
mee oCORE office. Copies of construction related “Counselling 


Notes" are also included in Appendix H. 


Small Business Institutes 


Small Business Institutes are also located at the major 
universities and colleges. TRAe SBisS sprimarily ~provide 
investigative and technical research services to small 
businesses. The SBIs are provided, not only the research 
facilities at the particular university, but also the entire 
research capability of the Federal Government. Smal id 
businesses, through the Small Business Institutes, are given 
access to the research facilities of the National Science 
Foundation, National Aeronautics and Space Administration, 


Department of Defence and others (15 USC 648). These services 
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provided free of cost. 
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Cele edie ees ie) 


SBA EVALUATION SYSTEM 
Goals and Evaluation 


Recaise Crom Chapters, thatethe antentsof the Small 
business act was to, “aid, counsel, assist and protect...the 
interests of small business (15 USC 631)." The SBA, through 
its relationship with other government agencies, was given the 
responsibility to create a business atmosphere which would: 
foster the economic interests of small business, insure a 
competitive economic climate, ensure that adequate capital is 
available to the small businesses at reasonable rates, and 
provide an opportunity for entrepreneurship and inventiveness. 
Probably the greatest difficulty which the SBA, and the author 
faced in researching this paper, is; how does one measure and 
monitor the performance of the SBA, in its effort to achieve 


these goals? 


eearcity of Data 


Although the Federal Government is known for its 
extensive paperwork and records, surprisingly little is 
available specifically on the construction industry”. feral 
1. The Department of Defense spends approximately-80% of the 
Federal Budget, and it is estimated that 960 million hours 


were spent processing procurement paperwork during fiscal year 
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fact is especially Surprising when one considers’ the 
proportion of the Federal Budget devoted to this industry. 
In 1983 roughly 32% of the Federal Budget went to construction 


and maintenance of Federal facilities (SBA, 1984). 


The need for a business database was recognized by the 
Congress in 1976, when it directed the SBA to establish a 
Small Business Database (SBDB). This database combined 
several existing data files, from various private and 
government agencies. The SBDB now contains over 8.1 miliion 
establishment records, on a high percentage of non-farm 
related industries. This system first came on line in 1979. 
Although capable of providing detailed business data, it is 


often too limited for detailed industry analysis. 


Specific industry data may be obtained from the Dun and 
Bradstreet Corporation (D&B), and was utilized by the author. 
Information from this source included the Business failure and 
Start trends. Again, however, the information is limited. 
The failure rate data provided by D&B was quite extensive and 


extended well before the establishment of the Small Business 


1983. In response to the paperwork, private contractors spent 
an additional 330 million hours preparing responses, at an 
Eeermated cost of $3.2 billion (SBA, 1984). 


2. A construction industry data base is now being developed 
by Dr. Wentworth of the Indiana University, in conjunction 
With the U. S. Census Bureau. 


86 





Administration, however, the business start record was begun 


only in 1985, and was therefore, of little analytical value. 


Through a number of discussions with SBA officials, 
professors, and businessmen, two additional sources for 
business failure and start data were investigated: the IRS 
Statistics of Income (SOI) database, and the court system 
records. The data provided by the IRS would have proved to 
be prohibitively expensive to search and of limited value. 
Essentially, all the SOI could provide is the number of 
construction firms in the United States, and their income. 
Although no direct count of starts or failures could be 
obtained, the number of large and small construction 
businesses could have been derived from this database, by 
applying the SBA size standards. The second possible source 
of business failure data, the court system, could have 
potentially yielded significant data, however, all of the 
records are filed by case number and not cross-referenced to 
subject data. This file system would then require a line by 


line search of the court records; an unrealistic undertaking. 


Available Data 


Pgmiirecamt difficulties were encountered findang data 


@ecitic CO the construction industry, and particularly to 
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small construction firms. Eventually several Congressional 
hearing reports, internal SBA documents, General Accounting 
Office investigations, census data and several other sources 
were identified. These documents, combined with the SBA 
annual reports, Dun and Bradstreet information and US Navy 


records, formed the basis of this report. 


SBA Reporting System 


The key to success for any long term project, is the 
ability to monitor progress, and the timely receipt of 
information on which decisions can be made. Public Law 93- 
400 required the Office of Management and Budget to "establish 
a system for collecting, developing and disseminating 
procurement data..." In 1978, the Department of Defense, 
acting as executive agent for the Office of Management and 
Budget, developed the Federal Procurement Data Center (FPDC). 
The responsibility for this reporting system was’ then 


transferred to the General Services Administration in 1980. 


The Federal Procurement Data System (FPDS) provides a 
central reporting point for all Federal Procurement Actions. 
Not until the FPDS was developed were federal procurement 
actions reported to a central location in a standard format. 
aieee PDS allows Federal procurement actions to be analyzed 


by region, cost, industry, market, and as an indicator of 
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regional or socio-economic distress. The FPDS is also used 
by the legislative and executive branches of government, for 


analysis of Federal Procurement policy impacts. 


The data available to the SBA, through the FPDS and SBDB 
is updated on a continuous basis. However, analysis based on 
these inputs is only as accurate as the data imputed. Each 
of the data bases utilized by the SBA have shortcomings and 


fimatations. 
Limitations of SBA Data 


The Federal Procurement Data System has~ several 
limitations which affect the analyses performed by the SBA. 


The major limitations are discussed below. 


iiemiaitst limitation of the FPDS is that only contract 
actions over $25,000 are reported individually, all others are 
reported quarterly in a summary Formats. This report 
threshold is crucial to the analysis of small business 
procurement. Since small business receives an average of less 
fem 15% of the Federal contract actions over $25,000, yet 
approximately 50% of the contract actions under $25,000, 


failure to record these transactions has proven to be 


Meer rior to 1983 the reporting limit was $10,000. 
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efanificant. In 1984, failure to report transactions under 
$25,000 resulted in only 25% of the Federal/Small Business 
transactions to be considered in the SBA analysis of the small 
business share of Federal procurement (SBA, 1984). A second 
limitation of the FPDS is that only prime contract actions are 


reported in detail. 


Construction Subcontractor data is only available for 
Subcontracts in excess of $i million. The data inputs include 
the cost of the subcontract, but does not identify the service 
MeorOoduct procured, hence, it cannot be included in a 
detailed industry studies. The inclusion of subcontract 
values has been shown to be significant. In fiscal year 1982, 
it was estimated by the Small Business Administration, that 
the small business share of Federal Procurement would have 
increased from 26% to 34%, had subcontract data been included 


(SBA, 1984). 


Thirdly, the reporting system only requires that the 
principal product or service code for the contract action be 
recorded. This limitation would usually be insignificant, for 
Federal construction programs, since the Federal Government 
usually procures one principal facility per contract. In the 


case of a major BOSS contract, however, it could have some 
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impact’. 


The Federal Procurement Data System has~ several 
additional limitations, but for the purposes of thisS paper, 


they are not significant. 


The Small Business Data Base, mentioned earlier, is made up 
of three components: the Master Establishment List (MEL), 
United States Establishment and Enterprise Microdata file 
(USEEM), and the Financial Statement File (FINSTAT). Both the 
MEL and USEEM data lists supplement Dun's Market Identifier 
mere), from the Dun and Bradstreet Corporation, with 
Seereional data lists and configurations. The FINSTAT 
Beemeains financial data on over 800,000 firms. iIneluded in 
the data base are balance sheets and profit and loss 
statements. The SBDB has several limitations, the most 
Significant of which is that the MEL and USEEM data was 
developed from Dun's Market Identifier files. The DMI files 
were created for the purpose of providing credit histories on 
a select population of firms, they therefore, have no 
scientific or statistical representation of firms in any 


market or industry. 


is BOSS is an acronym used by the Navy to describe major 
contracts whose scope often includes a turn-key, base 
construction contract, and operation and maintenance of that 
installation. 
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In spite of the significant limitations of the available 
SBA data, it is far better than what has been available in the 
past. The SBDC files are the first extensive microdata file 
developed for Federal statistical analysis (SBA, 1984). In 
addition, the SBDS has the ability to sort its records by 
business size, location, transaction amount, owner, and many 
other record fields; making it a very flexible tool for 
measuring the effect of federal policy on particular areas of 


the economy. 


Detailed SBA evaluation 


The information provided by the various data base systems 
discussed above, allow the SBA and other agencies to track 
overall business trends; but what of the individual SBA 


programs? 


The author found, that except for a detailed system of 
tracking the number and dollar amounts of contracts awarded, 
the SBA doesn't record any transactions on a national level. 
It therefore has no periodic evaluation system to determine 
program effectiveness or utilization. For instance, while 
discussing the 8(a) program, the author inquired if a firm was 
Watched after graduation from the 8(a) program. The response 
was that they were tracked, "but not by this office, probably 


on a national level." Similar responses were received from 
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at least two different SBA official at different locations and 
times. Further investigation failed to show that any "after 
graduation follow-up" is conducted. The actual effectiveness 
of this and other programs is, therefore, unknown: Ina few 
instances contractors have been hired to study specific areas 


or programs to analyze its industry impacts. 


Summary 


Evaluation of the effects federal policies have had on 
the small business community has been difficult. Federal 
policy makers have been hampered by a lack of current, and 
reliable information on which to base decisions. Further, 
they have been unable to measure the affects policies have had 
on small business, due to the same lack of information. As 
a result, the small business communities contribution to the 
economy has not been analyzed in a detailed systematic 
fashion. Only in recent years has the Government taken steps 
to improve the flow of information to the law makers and 
general public. However, the reporting system utilized by the 
SBA still tends to provide macro-level data, while ignoring 


detailed study of its individual programs. 


ee 





CHAPTER 9 


CONSTRUCTION INDUSTRY TRENDS 


Discussion 


One of the primary objectives of the Small Business 
Administrations is to promote the creation of small businesses 
for the purpose of ensuring competition. This chapter 
attempts to analyze, to what extent the SBA programs have 
limited small business bankruptcies and promoted the creation 
of new businesses. The chapter will also look at the 
Sst ribution of employment within the construction industry 


and how this has changed since the creation of the SBA. 


General 


The purpose of the Small Business Administration is to 
foster and protect the interests of small businesses, promote 
and assist the creation of small business, ensure free and 
open competition, and strive to eliminate the economic 
imbalance faced by socially disadvantaged individuals. The 
SOBA attempts to meet these goals through the various programs 
discussed in the previous chapters. As has been explained, 
several of the SBA programs attempt to enhance competition 
Mmammeough restricting it. One would expect then, that 


~- 


restricted competition would foster higher prices and an 
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mer ior end product. Other programs provide funding to 
contractors who could not get funding by conventional means. 
Do these contractors present a larger risk on construction 
jobs? DPOrwGConteractors requiring certificates of competency 
perform to the same degree as other contractors? Have the 
policies of the Small Business Administration increased 
competition in the construction industry by fostering the 
creation of new businesses? Lastly, has the overall 
performance of the Small Business Administration increased the 
Share of Federal Procurement going to Small Business? The 
answer to these questions are not easy ones. As explained in 
the previous chapter, the data available is very limited and 


fragmented, making in depth analysis next to impossible. 


Using information from a number of sources reasonable 
answer to these questions are provided on the following pages. 


Where possible references and supporting data are presented. 


megowth of the Construction Industry 


When the Small Business Administration was formed in mid 
1953, no records existed which could readily indicate the 
number of construction firms in the United States. Until the 
late 1960's no organization undertook the task of making a 
SPemsus of the construction industry. Some organizations such 


- 


as the Associated General Contractors (AGC), could provide a 
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rough estimate of the number of construction contractors in 
the country, but it could not provide the detailed statistics 
needed for industry studies. As a consequence, the SBA has 


no benchmark from which to measure progress. 


In 1967 the United States Census Bureau conducted the 
first comprehensive census of the United States' construction 
industry. Three subsequent census' have been conducted and 
the results published. The census data shows that the 
construction industry has increased dramatically since 1967 


(Figure 9.1)'. 


The Census Bureau data, from which figure (9.1) was 
developed, is assembled in several formats, including by 
business receipts and employment. The proportion of small 
business, included in the overall statistic, can be derived 
by applying the SBA definition of "small" to the Census data. 
To ensure statistics for each census year could be directly 
compared, the appropriate SBA size standard was converted to 


constant dollars using a present worth factor of 8%°. 


1. Census data is only presented through 1982 because it take 
an average of three to four years to assemble and publish each 
census report. Consequently, the 1987 statistics will not be 
available until late 1989. 


2. The 8% was based on the average Consumer Price Index for 
the period of consideration. 
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The number of firms faliing within the resulting receipt 
size limit was interpolated, using the straight line method, 
from the census tables. The results of these calculations are 


presented in Appendix C of this report. 


Figure 9.2 shows that the percent of small contractors 
has remained relatively unchanged over the period covered by 
the census reports’. The relative proportion of small 
specialty and general contractors, is shown in figures 9.3 and 
9.4. These figures dramatically presents the large portion 
of the construction industry made up of small contractors. 
Mrs point is further dramatized by figure 9.5, which 
mrerrcates that, in 1972, only 2.2% of the construction 
industry was large business. The author found that this was 


eeeteypical proportion. 


Employment by the construction industry parallels the 
growth in the overall number of construction firms, discussed 
above (figure 9.6). However, a more detailed look at 
construction employment will show that, although the number 
Of small firms has steadily increased, the proportion of 
individuals employed by small firms, has been erratic, or 


decreasing. See figures 9.7 through 9.9. 


fen figure (9.2) and Appendix C, “other small contractors" 
includes operative builders, developers and subdividers. 
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NUMBER OF SMALL FIRMS (1972) 


AS A % OF ALL CONSTRUCTION FIRMS 


Large Contractors (2.2%) 
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Figure 9.10 illustrates a typical distribution of employment 
mienhin che construction industry. This figure was also 
derived from the census data for 1972. Please note, that 
although the small business share of employment has decreased, 
it typically is well in excess of 95% of the industry's 
employment. This is further illustrated by the additional 


statistics presented in Appendix C. 


onstruction Business Starts 


As with several of the areas which the author planned to 
make detailed analysis, the area of construction firm starts 
has not been well documented. After investigating several 
possible sources for comprehensive business start data, the 
author was forced to utilize the limited data available from 


Dun and Bradstreet’. 


Dun and Bradstreet Corporation publishes a periodic 
summary of business starts for all of the two, and 3 digit, 
SIC codes utilized by the SBA in making size determinations. 
The business starts data includes new firms, but not changes 


in legal status, name, location or ownership changes of 


1. The author investigated using data from the court system 
and IRS tax records. For a number of reasons including cost, 
excessive research time and limited value of the data, both 
sources were eliminated from consideration. 
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existing firms. For this reason, the Dun and Bradstreet data 
is superior to that available from the other sources examined. 
Unfortunately, D&B did not start publishing the Business Start 


Record, until 1985. 


The limited data available from D&B is presented 
graphically in Figure 9.11. The graph shows that construction 
business starts have experienced a constant decline over the 
three years presented. Dun and Bradstreet attributes this 
decline to three factors. The first year the business start 
report was published, was toward the latter stages of a 
"robust" recession recovery period, consequently, a number of 
entrepreneurs had already entered the industry. Secondly, in 
1986, pending tax reform legislation, discouraged many 
individuals from starting new businesses. Lastly, the poor 
economic conditions in the oil producing regions "resulted in 
weakness in entrepreneurial activity...(Dun and Bradstreet, 
1988)" The limited period over which this data is available 
renders it worthless for the purpose of investigating long 


term SBA policy impacts. 
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% EMPLOYMENT BY SMALL CONTRACTORS 


AS A % OF ALL CONTRACTORS 
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Business Failures 


The Dun and Bradstreet Corporation has maintained 
business failure records since 1920'. Business failure data, 
like the business starts data, includes a majority of the SIC 
codes used by the SBA. Extensive, comprehensive, construction 


industry data was thus readily available. 


Construction industry failures presented in Figures 9.12, 
and 9.13, provide a breakdown of the data by contractor type. 
Two interesting observations can be made from these graphs: 
A sharp peak in construction failures occurred in 1975. A 
Similar, but much more extreme, increase occurred between 1982 
meet 9o5. Additionally, comparing figures 9.13 and 9.11 to 
figure 9.5, provides further insights. On the average, more 
than 95% of the construction industry is comprised of small 
firms, intuitively, one would expect that the same proportion, 
or more, of the firms started, or failed, were also small 


musiness. 


ak Dun and Bradstreet defines a business failure as a 
business involved in court proceedings or voluntary actions 
involving losses to creditors. The Business Failure Record, 
therefore, does not include all business discontinuances. 
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The high rate of failures which occurred between 1982 and 
1985 took place at the same time that the country was 
experiencing a "robust recovery period", following the 
recession of the late 1970's and early 1980's (Dun and 
Bradstreet, 1988). The Small Business Administration explains 
this high rate of business starts and creations, as being a 
"continuing business trend, common to all industries in the 
United States". They say that a general rise in new 
businesses has occurred continuously since 1967. "As new 
businesses form and fail faster, relative to existing 
businesses, it is inevitable that new business growth will 
result in some increase in business failures." They also 
credit this phenomenon to "a structural shift toward self- 
employment," with the "traditional risks associated with 
entrepreneurship" resulting in increased business failures 


(SBA, 1984). 


The 1975 failure peak roughly corresponds to the first 
major oil shortage experienced by the United States, which 
began in 1973 (Faulkner, 1968). This suggests that the rate 
of business failure is also strongly influenced by the state 
of the national economy, with little influence applied by the 


small Business Administration. 





The Small Business Administration estimates that 40% of 
all existing small firms do not rely on any of the commonly 
used financing sources, over 60% do not even rely on 
individual savings accounts (SBA, 1988). This then, leaves 
only the SBA business management programs for influencing the 


business failure statistics. 


The following chapter will show that the management programs 
have not been utilized sufficiently to apply any influence on 


the U. S. economy. 


The Fair Share 


The legislation which created the Small Business 
Administration speaks of ensuring small business receives its 
"fair share" of the Federal Procurement Dollar. Nowhere in 
that legislation is, "fair share", defined. In dealing with 
the SBA and other procurement personnel it soon becomes 
obvious what the "fair share" referred to is. Most references 
mee the “fair share“ mean, an amount of contract dollars 
awarded to small business, equal to the ratio of the number 
of small businesses divided by the number of large businesses. 
The goal to provide small business their fair share, is then, 


very subjective and difficult to determine conclusively. 





Table 9.1 provides a listing of individually reported Federal 
procurement actions, awarded to small businesses between 1979 
and 1985’. In 1985, Construction comprised approximately 6% 
of the awards received by small business, which is only sixty 
percent of the construction dollars awarded that year (SBA, 
1987). Sixty percent is relatively small when one considers 


that the construction industry is dominated by small business. 


One study commissioned by the SBA in 1986 found that "the 
fact that small firm procurement is disproportionately low 
does not, however, establish evidence that an inequitable 
Situation exists...Federal government procurement may _ be 
concentrated in industries which are dominated by large 
business (Faucett, 1986)." This same study found that after 
combining the individually reported contract actions, 
estimated subcontract actions, and awards below the reporting 
threshold, small construction firms still only received 
roughly fifty five percent of the Procurement weighted share 


of Federal construction dollars’. Of more interest, is the 


1. Prior to 1983 contract actions in excess of $10,000 were 
reported, after that date the report threshold was increased 
ioe 25,000. 


2. The investigators merged the data contained in the FPDS 
and SBDB to obtain a more accurate estimate of the contract 
share awarded to small business. The procurement within each 
Standard Industrial Classification (SIC) were then weighted 
by the amount of procurement from that SIC. The values were 
weighted because the Federal government doesn't have the same 
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investigators' finding, that roughly 50% of the awards made 
to small business were through the Set-Aside program (Table 


2 ) . 


procurement mix as the private sector. 
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TvNeEt Vv EPUALLY REPORTED CONTRACT ACTIONS 


1979-1985 
Small Small 
Fiscal Total Business Business Share 
Year (Basi iaonseot Dollars} (Percent ) 
1985 182.6 Dee ) Seees 
1984 Gd ee? Zoe USe2 
1983 15544 2250) 4 
1982 ESAS 23.5 P24 
1981 122.16 19.8 Lond 
1980 100.8 [ste s: S52 
1979 88.2 140 15.8 


Note: Reproduced from The State of Small Business: A Report 
of the President (1987) with dollar figures rounded to the 
nearest $100 million. 
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INDUSTRY SHARE 


Small Business Share (3%) 


Sales Procurement 
Year (Weighted Procurement) Were al W/O Set-Asides 
1981 54256 A. 6 1 21286 
1982 S514 eh, 19.66 
1983 Soe ie De ese? eee, 
Table 9.2 





CHAPTER 10 


PROGRAM ANALYSIS 


Background 


Chapter 8 provided some discussion of the limited data 
available to the Small Business Administration and other 
researchers. For the reasons discussed in that chapter, it 
is not possible to provide a detailed analysis of each of the 


programs managed or associated with the SBA. 


As the author conducted the research for this paper, he 
learned of many programs he was not aware of. The fact that 
he did not know of these programs made him question how many 
small business owners were also uninformed. A construction 
business survey was conducted to establish how many owners, 
or managers, knew about the SBA programs, and who took 
advantage of them. The results of the survey will be 
presented followed by a discussion of the Small and 
Disadvantaged Business (8(a)), and Title II programs. These 
two programs make up the remaining segment of SBA construction 


involvement, not already analyzed. 
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SBA Program Awareness 


After questioning my own knowledge about the extent of 
the Small Business Administration's assistance programs, I 
began questioning friends and relatives. I found that a 
majority of the persons questioned had little or no idea what 
the role of the SBA is. This naturally led me to question the 
awareness of the business management and loan programs, among 


construction business owners and managers. 


Beginning in late April 1988, a business questionnaire 
was developed which addressed most of the major SBA programs 
(Appendix D). Ouestions were divided in to three sections. 
The first section, was to establish the probable size category 
in which the SBA would place the firm. Section two asked 
Specific questions about past management experience or 
business ownership. This was to try and see how many of the 
managers had been in business, had succeeded or failed, and 
whether SBA assistance was utilized by that firm. The 
questions in part three, were designed to be answered as yes 
or no, and were intended to give an indication as to whether 


the respondent was aware that a specific program existed’. 


1. Program awareness was limited to a basic knowledge that 
such a program existed, but not necessarily a detailed 
knowledge of its workings or qualification requirements. 
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The survey was conducted in two phases because of a poor 
response from the first attempt. The first phase, was a 
mailing of 100 questionnaires to small construction firms 
doing in the Atlanta, Georgia area. The names of the firms 
were obtained from the Atlanta Builders Exchange or from the 
Associated General Contractors (AGC) roster. Phase one 
received only 54 responses, of which 18 were classified as 
large business and eliminated from the analysis. Phase Two 
of the survey was conducted by telephone in late May and early 
June 1988. This survey of an additional 100 firms, resulted 


in 65 responses with 14 being discarded. 


From both phases of the survey, a total of 69 small 
business responses were received, of which 6 were specialty 
Semteractors. 34% of the respondents presently perform 
government contracts but only 8.7% of the respondent's firms 


have used any form of government assistance. 


The SBA programs that exhibited the greatest degree of 
public awareness, are the guarantee loans and bonding 
programs, in which 60% of the respondents were aware of the 
programs. It is interesting to note that the highest 
participation by the respondents was in the bonding and 
management publication programs, and the loan program had no 


participants among the surveyed firms. 
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Awareness of the Title II program and 8(a) program was 
56% and 59% respectively, followed by the management training 
programs, at 30% to 40%. One of the survey respondents 
admitted to having substantial management and financial 
difficulty. This firm had received Federal contracts in the 
past, but could no longer get a bond. Further, he admitted 
that he was on the brink of bankruptcy, yet was unaware of any 


assistance available through the SBA’. 


The overall participation rate of 8.7% for the smail 
construction businesses surveyed, is the basis for the 
opinion, expressed in the last chapter, that the SBA has 
little influence in the nations economy or the construction 


industry. 


The statistical accuracy of this survey can be 
questioned, especially if the results are extrapolated to the 
national level as I have done. However, the results presented 
are within reasonable agreement with results obtained by the 
SBA on similar studies. A few of these studies will be 


discussed in the following sections. 


1. It is also interesting that one of the large firms that 
responded to the survey admitted to having used a minority 
owned company to act as a front for receiving 8(a) contracts. 
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8(a) Program Participation and Cost 


None of the respondents to the business survey were small 
disadvantaged businesses (8(a) contractors). At first the 
author thought it was due to survey error. It has since been 
surmised to be the result of a scarcity of 8(a) contractors. 

In the Atlanta, Georgia area, the combined 8(a) participation 


for all industries is only 94 firms. 


Since the start of the 8(a) program in 1968, only 4598 
firms across the country have participated in the 8(a) 
program. As of October 1987 only 1,287 firms have graduated 
to self sufficiency (Luke, 1988). The bulk of 8(a) firms are 
located in the Philadelphia and San Francisco areas. hey ars 
interesting to note; in the bidding analysis, presented later 
in this chapter, none of the 8(a) bidders received awards, 
even though the data included Navy Construction in the 
Philadelphia area. Failure to award contracts to the 8(a) 
firms resulted in insufficient data to analyze the 8(a) 


Bemeract cost growth. 


In a survey of contracting officers, the General 
Pecounting Office (GAO) found that 36 percent of the 8(a) 
contracts are more costly to the government, while only 9% of 
the non-8(a) contracts are more costly. In the same survey, 


the GAO found that nearly half of the contracts awarded to 
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8(a) contractors required substantially more administrative 
monitoring (Luke, 1988). In the same report over 35% of the 
fee dollars awarded in 1987, went to 50 firms while over 


1,225 firms received no contracts at all. 


The administrative cost of 8(a) contracts has been 
alluded to as being higher than competitively awarded 
contracts, the lead time for award is also excessive. The 
GAO in a 1982 investigation, found that average time to award 
an 8(a) contract was roughly 95 days, while competitive 
contracts were well under 100 days (GAO, 1982). The GAO also 


memmceairect GOsSts for 8(a) contracts to be excessive. 


"from the procurement activity's standpoint, 
Mae pricing of 8a) contracts is unique. 
Rather than determining a fair and reasonable 
price...contracting officers are expected to 
determine a "competitive market price, based 
on what they would expect to pay viable 
competitive firms (GAO, 1982)." 


Beeeacaition, it was found that contracting officer were 
expected to add up to 20% on fair market prices to cover 
contractor inefficiency, with the difference in price to be 


refunded by the SBA! (GAO, 1982). You will recall, in 


1. In 1972 the SBA received $8 million to start a Business 
Development Fund (BDE). The fund was to be used for paying 
the differential between negotiated 8(a) contract prices and 
fair market price. Until this time, contracting agencies 
facing fiscal limitations were reluctant to award 2(a) 
contracts, because the higher costs would be funded from the 
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chapter 5 the existence of an apparent conflict of interest 
in the 8(a) negotiation procedures was discussed. This 
conflict was also recognized by the GAO. The GAO found the 
SBA's Standard Operating Procedure (SOP) 80-05 instructs: 

"The purpose of the negotiations...is to 

negotiate the terms and conditions of the 

proposed subcontract and agree upon a price 

which will permit the 8(a) concern to perform 

and earn a reasonable profit. It may be 

assumed that the representatives of the 

SOmermacet ing OCfficer...will need to limit the 

contract price to the amount they consider to 

be the "fair market price" or less. If the 

price proposed...is not considered sufficient 

to assure a reasonable profit...the SBA 

Generacem negoutacor.. «will conduct further 


negotiations for the purpose of obtaining 
agreement to the higher price (GAO, 1982)" 


The affect this SOP has on the contract costs will become 


evident in the following paragraphs. 


8(a) Contract Bidding and Growth 


Appendix E provides a printout of the Small Business 
Award Data base obtained from the Northern Division, Naval 
Facilities Engineering Command, Philadelphia, PA. (NORTHDIV). 
NORTHDIV is the Navy's regional facilities managers and 
construction administrators, responsible tor all Navy 


facilities in the Northeastern and Northern Mid-West of 


agency budget. In 1982, the BDE fund was increased to $20 
mae Lion. 
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Sountry. This data base was used to analyze the bidding 
record of firms doing business with the Navy. The data base 
contains approximately 1800 individual bids on over 450 
Memtracts Yranging in value from $10,000 to $15 million. 
Although the data base was intended to keep track of only 
Title II and 8(a) contracts, some large businesses submitted 
bids, thus, allowing direct comparison between large and small 


business bidding. 


Prior to doing any analysis on the data base, the size 
status of each firm was confirmed, or else discarded from 
consideration. After this process was complete,20 contracts 
with 33 bids from 8(a) contractors remained. The bids were 
then compared to the government ectemetwe . It was found that 
the bids submitted by 8(a) contractors averaged 75% (1.75 
times the estimate) above the government estimate, with a 
variance of 94.7%. Awards to the 8(a) firms averaged, only 
8.08% above the government estimate, however, the government 
estimate was probably eee upward by 10%, in accordance 


with the Federal Acquisition Regulations discussed in chapter 


le The government estimate was chosen as a benchmark for 
comparison of the bids, and awards, in order to maintain a 
relatively constant datum. It is assumed that the government 
estimates are made by a relatively small number of engineers 
and the effects of any skewed estimates will be minimized 
through the Central Limit Theorem. 


Ag 





The SBA, in 1983, commissioned an investigation of 
Bentcract Growth. This study found, overall, negotiated non- 
competitive contracts awarded to small business, grew an 
average of 64% during the life of the contract. Construction 
contracts awarded on a non-competitive basis grew by only 20%, 
mimo smallest increase of all the industries studied (SBA, 


1984). 


micelle II Contracts 


An identical analysis was conducted for contracts awarded 
to large businesses, and small businesses participating in the 
Small Business Set-Aside program. The study showed that on 
the average, Federal Contracts were awarded more frequently 
to Title II firms when they were formally advertised as firm 
fixed price contracts. The SBA attributes this to favoritism 


toward the large contractors, principally due to reduced 


es Informal discussions with present and former Navy 
Senteracting officers, indicate that it is a common practice 
to add the 10% "reasonable price threshold" allowed by FAR 
19.806-2. 
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administrative burdens. The study also found, 


"When contracts are classified by their 
Spiga icdeecizese ime FY 1982 dollars, the 
frequency of modification increases with 
contract size. The same is true of growth in 
contract value with two exceptions: contracts 
that started off between $1 million and $5 
million in FY 1982 dollars grew a bit more 
than larger contracts and, more notably, the 
contracts showing the greatest percentage 
growth were the ones that started off between 
$10,000 and $25,000 (SBA, 1984)'." 


These findings agree very favorably with those of the 


authors limited study. 


ieee If Contract Bidding and Growth 


A bidding study identical to the 8(a) study performed on 
the NORTHDIV small business award data base, was conducted for 
Mere Il and large contractors. For Title II Contracts, the 
average bid exceeded the government estimate by 25.7% with a 
variance of 70.3, based on a population of 413 bids on 104 
individual contracts. The result for large business, was an 
average of 6.23% over the government estimates with a variance 
of 38.8. The award prices for Title II contracts averaged 
+6.8% above the government estimate, while large business 


awards were -16.1% below the estimate. Thel Var lancocuron 


ies This is even more alarming when one considers that the 
data did not include contracts less than $10,000. 
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these averages were 33.85 and 25.6 respectively. 


The study of Title II and Large Business contract costs 
was taken one step further. Another data base was provided 
by NORTHDIV, that included all of the contracts over $10,000, 
awarded since 1981 and completed as of 30 June 1988. Aes 
data base was cross checked with the small business award data 
base used in the previous analysis. The cross check was done 
to separate contracts awarded to 8(a) firms from Title II and 
Large contractors’. From this data base, the contract growth 
rate for the Title II contracts and large business contracts 
was calculated. Appendix F provides a copy of the data base 


ea Summary Calculations of contract growth. 


For Title II contracts it was calculated that an average 
of 4.4 changes are negotiated during the life of the contract, 
while large contractors average 14 changes per contract. The 
variance for this analysis is 5.1 and 4.4 respectively. The 
change in contract value increased an average of 2.29% of the 
mee price, for Title II Contracts, and large contractors 
increased the contract value by 6.86%. The average cost of 
the large firm's contract was $3.6 million while that of the 
Pmgatl contractor was $885,000. Large contractors had more 


changes per contract, and the average values was also much 


meme rnsutficient numbers of 8(a) contracts were available to 
do any further statistical analysis. 
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higher. The large contractors changes averaged $17,150 and 


jmhose of the small contractors averaged $4,606. 


For the most part, the figures presented above agree with 
those obtained by the SBA in their 1983 study. They found 
that competitively bid contracts averaged 4 changes per 
contract, and the contracts experienced a larger growth rate, 
and number of changes, as the cost of the contract increased. 
The study found, however, that the rate of growth was 
substantially higher than those recorded in this study; (20% 
poeme49s) for small and large contractors respectively (SBA, 
1984). The difference is undoubtedly due to the method of 


calculation and extent of the study’. 


iP. The SBA study conducted over a three year period, 
incorporated a majority of the largest Federal contracting 
agencies. All of the contract costS were converted to 
Semstant 1982 dollars. A large number of contracts were 
eliminated from consideration for reasons too numerous to 
list. The eliminated contracts accounted for over 44% of the 
Federal contract actions during the period of study. 
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CHae fe kolo 


CONCLUSIONS AND RECOMMENDATIONS 


@SonclUsions 


The Small Business Administration was established in the 
early 1950's to provide a means for minimizing the unfair 
advantage large, established firms, had in the market place. 
Early programs were designed to assist businesses to become 
more competitive and hence, ensure the government received 
quality goods at a fair price. The early programs also 
attempted to ensure no one firm was able to command the market 
place, thereby, being given the opportunity to control prices 


and supply. 


As time progressed the SBA's programs were diverted more 
toward social and economic equality, than business assistance. 
In an attempt to achieve social equality the focus of the SBA 
programs changed form small business versus large business, 
to one of "fair share." The goal now is to provide each 
social and economic group, within the small business 


community, its "fair share" of the Federal dollar. 


The largest, socially targeted program, is the Small and 
Disadvantaged Business (8(a)) program. The 8(a) program is 


aimed toward assisting minority owned businesses to become 
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self sufficient through a process of management training and 
the award of non-competitive government subcontracts. A 
number of studies have concluded that this program results in 
increased contract costs with minimal benefits. Bid costs 
have been estimated as high as 30% above competitive contract 
costs, with growth rates estimated at an additional 20% (SBA, 
1984). Many participating contractors, view this program as 
an end unto itself, with little interest in developing into 
a self sufficient firm. The program, through poor management 
and poorly defined guidelines, limits its assistance to a very 
small portion of the enrolled eligible firms. In spite of its 
limitations, the 8(a) program has assisted some 1,287 firms 
to become viable, competitive businesses in the first 20 years 


of operation. (Luke, 1988). 


The effectiveness of this program was best summed up by 


the GAO in its 1981 report, 


"The program has done too much for too few for 
too long (GAO, 1981)" 


Unlike the 8a) program, the Small Business Set-Aside 
program appears to be essential to the well-being of the 
meron. It is difficult to say, to what extent the Title II 
program has assisted the nations economy, or fostered the 


creation of new businesses. ine sssAy did conduct a Cost 
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benefit study of the program in 1969, and concluded the 
benefits exceeded the cost by a ratio of 9.5 to 1 (Bothmer, 
1973). Based on the arguments and analysis presented in this 
paper, it is obvious that the construction industry has 


benefitted. 


The previous chapter indicated the differential in bid 
prices, between large and small contractors, was 19.4% (25.7%- 
6.3%) of the government estimate. It was also shown that 
large contractors tend to have contract growth in excess of 
49% of the original bid amount (SBA estimate). Without the 
bidding restrictions imposed by the Title II program, large 
contractors would be almost assured of receiving the contracts 
they want, without even changing bidding strategy or profit 
margins. Once the contract is awarded, the owner would suffer 
through significantly higher cost growth. The predominant 
small contractor would suffer significantly and eventually go 


out of business. 


The overall, direct impact the SBA programs have had on 
the construction industry is relatively slight. Too few firms 
participate in Federal procurement to make a significant 
impact on social or economic conditions across the country. 
The Federal government does provide a significant dollar 
amount to the construction industry each year, well over 50% 


of which goes to small businesses. However, the construction 
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industry is predominantly small business, so limiting bids to 
small firms has not significantly reduced competition. What 


it has done is reduced cut throat competition by large firms. 


The SBA was established with the intention of 
distributing Federal procurement dollars to small businesses 
in proportion tho their share of the industry. The method 
employed by the government has attempted to distribute 
procurement dollars in proportion to the small business/large 
business ratio which exists in the private sector. The same 
ratio does not exist among the firms participating in 
government procurement. As aresult, rather than distributing 
the procurement dollars to a fair share of the industry, a 
high percentage of federal procurement money goes to a 
relatively small segment of the small business community. 
Once again, the government is leaning toward, "doing too much 


for too few." 


The number of firms utilizing the remaining SBA programs 
(bonding, loans, management assistance etc) is insignificant. 
Although the business survey results indicated that a few 
firms had utilized the bonding program during the early years 
of the their businesses life, the overall participation was 
only 8.7% of the firms surveyed. The likelihood of these 
programs making a significant impact on the construction 


industry is remote. 
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Recommendations 


With the number of valuable SBA and SCORE resources 
available to the small business owner, it is unfortunate that 
they are not more Puyo Ud laze. It is especially 
distressing to think that the SCORE volunteers can provide 
years of experience free of charge, and yet, businesses fail 
to take advantage of it. It is shameful that the small 
business owners have the potential resources of every major 
university and government research facility at their disposal, 
and yet it is not even realized. Finally, the SBA itself 
condones charging the government higher than "fair" prices, 
in order to cover contractor inefficiency. What should be 


done about the concerns expressed above? 


It appeared to the author, the offices of the SBA were 
far too compartmented to work efficiently. A number of the 
personnel interviewed for this paper indicated that few, if 
any, referrals were made between offices within the SBA. I 
believe partly for this reason, the GAO found that the SBA 
Staffs were overworked and unable to perform basic management 
training evaluations (GAO, 1982). Had internal SBA referrals 
been performed, more businesses could have been assisted by 
SCORE and SBDCs. The author's recommendation to the SBA would 


wero Strive for more internal communication and referrals 


ENE 





MoOnmOune! Gieraces, aneluding the SCORE counsellors. In fact, 
Pcmenenauchnor'’S Opinion that SCORE should be the first 
place that a business owner goes before seeking an SBA loan 


or other assistance. 


The effectiveness of the business management assistance 
programs, are research programs is hampered by a severe lack 
of publicity. The potential of these programs is virtually 
limitless, unfortunately, the public is not aware that they 
exist. The benefits generated by publicizing these programs 


would, undoubtedly, far outweigh the costs. 


The SBA has the appearance of a conflict of interest in 
the administration of the 8(a) program. Each SBA office 
involved in negotiating 8(a) subcontracts or change orders 
Should make a concerted effort to remove the apparent 
@onflict. such actions could include assigning the 
negotiation to a team from another office, or simply, ensuring 
the negotiators are not aware of the government estimate prior 
to the negotiation. Selecting negotiators unfamiliar with the 
government estimate would remove some scrutiny of the program, 
and assist the SBA in evaluating what the "true" market price 


is. 
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In conducting the second phase of the construction 
business survey, the author received many inquiries about the 
Bending program. It appeared many construction firms were 
Bemuctant tO award contracts to small firms utilizing SBA 
backed bonds. The contractors fear the bonds are, "a bond of 
last resort", and therefore present a higher risk of default. 
Some concern was expressed that it would be difficult to 
collect on the bond in the event a contractor failed to 
perform. The SBA should publicize, perhaps to the contractors 
on the PASS listing, the facts about SBA backed bonds. 
Informing prime contractors of the facts could assist a few 


more struggling firms. 


Lastly, the SBA should attempt to establish a system for 
monitoring its progress in relation to the established SBA 
meals. Except for contract actions in excess of $25,000, the 
SBA has no central data base. Banks providing loans, surety 
companies providing bonds and research institutes assisting 
businesses, do not provide the central SBA office any 
continuing information about their activities. This is not 
to advocate more bureaucratic paperwork, however, knowing the 
utilization of the program would be helpful in evaluating the 


effectiveness and the cost of the SBA. 
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In summary, the programs sponsored and supported by the SBA 
have potential to significantly help the small business owner 
and construction industry. The major programs as they are now 
organized are far to restrictive to provide a significant 
impact on new business starts. The management assistance and 
research programs have significant potential, but are not 
publicized and therefore are not utilized sufficiently to 
Significantly affect the economy. Lastly, the loan and 
bonding programs, in the opinion of the author, are well 
organized and provide an essential service at a reasonable 


rate; no significant changes are required. 


Further Research 


Further research in this area, at the scope attempted 
here, would be difficult. Far too few records are kept on the 
construction industry, and its performance in the Federal and 
private sectors. Once the construction data base is 
established and operating at Indiana University, perhaps some 
of the data gaps will be filled, and the effectiveness and 


cost of Federal contracts can again be studied. 


Two other related areas of interest include: determining 
the percent of graduated 8(a) contractors who have continued 
operation and their rate of growth compared to other firms. 


secondly, compare the private sector, small business award 
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ratio, to that of the Federal Government. A study similar to 
those suggested would give an indication of what would happen 
in the small business community without government 
intervention. They would also provide another measure of the 


SBA program impacts. 
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APPENDIX A 


CORRESPONDENCE 








Date: 25 March 1988 


From: Alan M. Wironen, LT, CEC, USN 
To: Commander, Southern Division, Naval Facilities Engineering 
Command, Charleston SC 


Subj: IMPACTS OF SMALL BUSINESS SET ASIDE CONTRACTS ON THE 
CONSTRUCTION INDUSTRY 


1. As part of the masters degree requirements at Georgia Tech, I 
am researching the impacts that the small business set aside 
contracts have had on the construction industry. I would like to 


obtain your assistance and the cooperation of your engineering 
staff and ROICC personnel during the data collection phase of 
this project ‘April and May 1988). 


fee 1 would like to visit your office to review contract records 
and compile a database of contract costs and durations. I will 
be interested in unrestricted and SBA contracts, and some 
contracts awarded prior to 1978 to be used as a comparison. I 
may also be interested in talking with your Small and 
Disadvantaged Business representative. 


3. To make coordination easier, could an individual be assigned 
Bommy point of contact? I can be reached at: 
Tel: (404) 951-8098 1049 Powers Ferry Rd. 


Apt. 2600-4 
Marietta, GA 30067 


NROTC Unit Georgia Inst. of Tech 
eed North Avenue NW 
Atlanta, GA 30332 


4. Any assistance you or your staff can provide will be greatly 
appreciated. 


Very Respectfully, 


Alan M. Wironen 
ci Cec. Us 





Alan M. Wironen 

1049 Powers Ferry kd. 
Apt 2600-4 

Marietta, GA 

SO0G7 

17 March 1988 


Small Business Administration 
Office of the Administrator 
Washington, DC 

20416 


Dear Sir: 


To partially fulfill the masters degree requirements at the 
Georgia Institute of Technology, I am doing research on the 
problems faced by small construction companies. Several of your 
annual publications provide statistics on small businesses as a 
group, however, I have had some trouble finding statistics 
specifically for small construction firms. Would it be possible 
to extract the information I need from the data used to calculate 
your statistics? I am looking for data that relates the failure 
Becve Of small construction firms prior to the set aside (8a) 
legislation, and the present. 


the amount of data I require is relatively small. A count of the 
number of construction firms that failed Cusing the Dunn and 
Bradstreet Definition) in the years prior to, and after the 
legislation. Sufficient years should be looked at to provide 
about 40 to 50 failures. I will also need the total count of 
construction firms looked at, whether failed or not, 
corresponding to the period before and after the legislation. 
Additionally, if it is available, the number of years the failed 
firms were in operation prior to failure. 


If the information requested is available, but your personnel do 
not have time to extract it, I can do the work myself if you’ll 
open your records to me. 


If your organization does not have the information I’ve requested 
could you forward my letter to the appropriate office. I would 
also appreciate a letter indicating who the point of contact is 
at that office. 


So that I may carry on with my research a preliminary response to 
this inquiry by 15 April 1988 would be appreciated. I apologize 
for the short notice. 


oincerely, 


Alan M. Wironen 





Alan M. Wironen 

1049 Powers Ferry RD. 
Apt. 2600-4 

Marietta, GA 30067 
POV aprat. 19S 


Mear oir: 


I am a graduate student at Georgia Tech in the Construction 
Management program. As part of the Masters Degree requirement, 
each student must submit a research paper to the faculty. My 
topic is "Small Business Administration Impacts on the 
Construction Industry.’ 


I am conducting a survey of the construction !irms operating in 
the Atlanta, Georgia area, as part of the research for my paper. 
] would appreciate you taking a few minutes to answer the 
questions on the enclosed survey form, then forward it to me in 
the attached envelope. 


Please feel free to make any clarifying remarks on the forn. ist 
you have any questions about my paper, the Small Business 
Administration construction involvement, or the survey forn; 
please feel free to call me at 951-8098. 


All responses to this survey will be kept in confidence. Ley em 
would prefer not to include the company name on the survey forn, 
that would be fine, but I would like to have a telephone number 

in case I have questions about your responses. 


sincerely, 


Alan M. Wironen 
Professional Engineer 


APPENDIX B 


INTERVIEW SUMMARIES 








CONVERSATION SUMMARY 
WITH MR EUGENE MERRIDAY 
LOANS AND BONDING 
6 JULY 1988 


1. The Small Business Investment Companies are administered from 
Washington, no local administrator. 


2. SBIC must be licensed by the SBA to make loans. Provides 
additional resource for small business to receive equity and 
venture capital. 


3. SBiIC is a group of individuals and businesses that provide 
their own investment capital. SBA then matches their initial 
money. 


4. SBIC loans are for any small business. Promote and foster 
small business profitably and with minimal losses. Loan criteria 
is developed by owners of SBIC and SBA application criteria. 


5. Section 301d) is a minority entrepreneur SBIC. Loans 
limited to minority small businesses. 


6. Maximum money provided by SBA to SBIC is a ratio of 10:1, to 
the money provided by the SBIC founders. 


7. SBIC’s are for potential higher return businesses requiring 
higher equity needs and loan funds. More for venture capital and 
innovative businesses that have a high potential for growth. Two 
types of loans; equity loans for growth investment or loans that 
will be repaid. 


8. Equity investment cannot exceed more than 49% of the business 
equity. Therefore cannot be a controlling interest in the 
company. 


9. Who benefits from the SBIC loans since they don’t usually 
provide small loans. Small is defined differently for each 
progran. 


20. Surety Bond Program, Small is defined as 3.5 million. 


1. Interest rate and terms for SBIC’s are usually higher than 
regular banks and SBA subsidized loans. Not much higher or it 
would eliminate any desire to get this loan. It ie no eseier to 
Obtain an SBIC loan than a conventional loan. SBIC is supposed 
to profit so it will not relax its investment criteria. 


12. SBA direct loans can be received from any bank. Being 
governed by FDIC and FSLIC makes them eligible for SBA backing, 
meechey Opt for the backing. 





13. Lender has the option to have it backed by SBA or provide 
the loan himself, without SBA backing ‘Lender has first option on 
any loan). 


14. To obtain a SBA backed loan, firm must first develop a 
business plan (¢ With or without the assistance of SCORE). The 
lender would then either grant the loan, deny it or choose to 
have it backed by SBA. Borrower has no say in who provides the 
money. 


15. Borrower must meet the banks lending criteria, SBA does not 
dictate the conditions of the loan. The SBA feels that the bank 
is in business to make money, they are therefore responsible. 


FO. If the bank decides to have the loan backed by SBA he must 
submit the loan guarantee to the SBA. The SBA has certain 
eriteria that a loan cannot be used for: 

Speculative construction 

Rehab of private property 

Repayment of loans 

Cannot be a non-profit enterprise 

Newspaper or magazine 

Floor Plan Financing-Automobile financing 

Gambling 

Real Property held for resale or investment 
Speculation 

Lending or investment 

Monopoly 

Pyramid sales plans 

Illegal activity 

: Individual whose business ownership, management or 
Sentrel, is by an individual who is on parole, probation or 
pending charges. 


Sy epee DOH Oo AO oD 


17. Loan terms are competitive with the private banks, otherwise 
Government would be in direct competition with the private banks. 
Banks would not be willing to lend using SBA backed loans. May 
Hoan up to $500, 000. 


18. Scrutiny of credit history is the same for SBA backed loans 
and regular loans. Looks at principals experience, business 
plan, market for services, personal capital etc. 


19. Direct SBA loan is received using the same procedure as 
Standard loans, except the borrower must transfer his business 
plan to an SBA form, and submit it to the SBA district office. 
Borrower must be refused in writing by two other banks. 
Rationale is to eliminate direct competition for private banks. 
Very limited funds therefore loans are limited to a maximum of 
$150, 000. 


20. Banks may have refused to loan money for any reason without 
having to be answerable for them. The SBA does have to be 
answerable, and so will again review the borrowers credit 





history. If the risk is reasonable and the borrower is 
responsible, a loan may be provided. This program provides an 
additional source for business capital. 


21. SBA in reviewing a loan application looks at: 
Business experience 
Formal Education 
Potential Market 
Credit History 
size of Loan 
Board of Directors 
Management capability 
Business Plan 


22. No easier to get a direct SBA loan than any other loan. 


23. A Local Area development Company is a group of individuals, 
Partnership, business leaders, local leadership etc, who have 
grouped together to promote business development in a depressed 
area. Provide some of their own capital usually with bank 
participation which is matched 60/40 by SBA. 


24. Small Businesses go to the Local development company and 
apply for a loan. On behalf of that business and with his 
attendance, the business receives a loan from a local bank, the 
SBA then matches 40% of the loan. 


eo. wopecial Contractor Loans- For contractors who cannot finance 
their contracts. The SBA will guarantee 100% of a loan provided 
myea bank. The loan can cover only direct costs of the contract. 
The term of the loan is the contract period and payments are made 
after the receipt of the progress payments. Rates are 
competitive with open market. Banks normally not willing to make 
Similar loans without SBA guarantees, because of performance 
risks. Again the criteria for making the loan depends on the 
bank. Primarily for ensuring positive cash flows on the job. 


29. If a contractor goes into the red and the loan isn’t paid, 
the SBA has a personal guarantee, so they could put a lean on the 
Owners property. 


e7. May obtain many similar loans provided the total doesn’t 
exceed $500,000. 


ZO. No disaster loans unless the President declares the 
disaster. Includes loans to businesses and private property 
{houses included). 


29. Economic disaster loan is only for businesses who have 
suffered due to natural disasters. 


$0. Loans are monitored through the banks, by submitting loan 
portfolios and monthly reports. No periodic checks are made of 
the businesses themselves. 





ea if business does not pay its loan, the SBA leaves the 
collection up to the bank. The SBA doesn’t get involved until 
the bank asks for his guarantee. The bank can do this at any 
time regardless of the status of the loan. In this case the 
payments are sent to the SBA. Has the advantage of allowing the 
SBA to service loans up to 500,000. 


32. SBA feels that the banks have more experience handling 
commercial loans and have been in business longer than the SBA so 
they should be able to handle problem loans. 


33. Businesses that go belly up, the bank has two options. 
1. They can liguidate the loan themselves or 
2. Request the SBA guarantee and let the government 
liguidate the assets. 


34. SBA doesn’t provide any direct bonds. The SBA guarantees 
payment bonds, performance bonds and bid bonds through commercial 
bonding companies. 


35. It is substantially easier to obtain a SBA bond than 
commercial ones, because commercial bonding companies like to 
deal with firms with volumes of $20 mil and net worth and working 
capital exceeding 40 million. Thus the creation of SBA bond 
program. 


36. SBA uses the same check and underwriting criteria as 
commercial firms. Except requires 10:1 working capital ratio and 
same criteria as loan criteria‘ie. owner experience etc.). For 


new companies the SBA looks at the firms plans and potential as 
well as the applicants experience. 


37. Direct correlation between work on hand and working capital, 
therefore the SBA looks at active jobs and capability to do the 
work. Even if the working capital is from a bank, the SBA feels 
that the bank has looked at the capability of the firn. 


38. SBA looks carefully at the expertise and experience of the 
company. teeweean eClectrical contractor couldn’t get a bond for a 
plumbing contract unless he had hired expertise in plumbing. 


39. After first bond is issued, the SBA may or may not review 
the companies capabilities, if he is applying for similar work of 
Similar size. 


40. Default and failure would very negatively affect the ability 
of a firm to receive a bond. Probably would not receive another 
bond unless the courts determined that the failure was not the 
Senctractors fault. 


41. 80% guarantee for all bonds. 


42. Failure is resolved by the bonding company with the SBA 





eeoviding the Guarantee only after the resolution of the clain. 


43. The bonding company applies to the SBA to underwrite the 
bond. The bonding company agrees to comply with the SBA bond 
requirements. The cost of the higher risk is spread over all 
bond premiums 


44. Bonds are usually significantly more expinrsive. 
$24/thousand while commercial! wet $14/thousand. The SBA receives 
$6/thousand directly plus 20% of the surety company portfolio. 


45 Sam at a local bonding company confirmed that, the SBA 
Guarantee bonds go through the same approval procedure and 
criteria as all other bonds. The SBA bonds are for small 
business. Commercial bonds require the company to have a high 
mauicty/working capital ratio and show a profit over the last 5 
years. Since the SBA is guaranteeing that bond, the bonding 
company can relax these two requirements. The SBA guaranteed 
bonds do not present a higher risk than those of a regular 
commercial bonding company. 


46. SBA guarantee bonds can only be issued for businesses that 
do not gross more than 3.5 million per year. 


47. Bondability is also based on job increases of no more than 
200%. 


48. Competency determinations are used only by Federal 
Government. Based on Technical competency primarily and check 
Smeceoutficient capital exists for this particular contract. 





CONVERSATION SUMMARY 
JAMES C. PARKER 
ATLANTA SBA PROCUREMENT ASSISTANCE 
21 April 1988 


ie The SBA charter is to aid, counsel, and assist. The 
objectives are stated in the SBA act. 


2. The DFAR provides laws on how to appropriate and obligate 
federal funds. 


3. In the last 4-5 years there has been more changes to the S.B. 
Act than since 1959. 


4. Position and Title: Deputy Assistant Regional Administrator 
For Procurement Assistance. 


pee Frovided a procurement assistant telephone directory instead 
meen Organizational chart of the SBA. 


oan National level -— Office of Congressional and Legislative 
Affairs 

EUbiac Communications 

Advocacy 

Inspector General 

Chief Council 

Management and Administration 

Comptroller 

Information Resources Management 

opecial Programs 

Business Development 

Finance and Investment 

Innovation Research and Technology 

Procurement Assistance 

Minority Small Business 

Capital Ownership 

Hearing and Appeals 

Pmvernagional Trade 


7. SBA has total authority to determine whether a firm is a 
Small business. 


8. Regional level- same as national level except certain 
programs have district offices (responsible for that state ora 
portion of that state). They are: 

Minority Development 

International Trade 

Financial Investment 

Business Development 


9. Each office and location works independently until, a problem 
Or specific assistance is required. So essentially each level in 





the SBA works on an "interface” basis only. 


ZO, Set aside- SBA is chartered under the law; which allows the 
SBA to identify contracts for which only small businesses can 
bid. 


11. 8 a> Program is for economically and socially disadvantaged 
businesses. Once qualified, can be granted contracts. 


12. Reviewed the appeals process. No longer set aside program 
for women Owned businesses. They are not considered a minority. 
SBA does provide assistance for the women owned businesses, but 
not eligible for set-asides. 


13. 8 Cad is not considered a set aside. The 8a) board selects 
meee ractor for a particular contract. It is tending more 
toward competition but it has not reached that point yet. 
Contracts offered to the SBA reviewed for use in the 8a) 
program. Contractor is chosen by the selection board based on 
the company portfolio, capability, experience, work in progress, 
how they have progressed through their business plan, and where 
they are in the 8a) program. The SBA attempts to help the 
contractor progress through the program from 100% 8a) and set 
aside contracts, to self marketing and only a little government 
assistance. 


14. The loan program does not mesh with the government set aside 
programs, in that, it is available to any small business 
regardless of whether they are bidding on government contracts or 
not. 


mrecOontact District Office: Fred Stone or Johnny Jones. Get 
interface between district and regional office. 


16. Business development personnel will provide help in 
establishing a new business. Margaret Pittman or Jim Hunter 347- 
3683. 


17. Summarized what assistance was available through the SBA. 

18. SBA assistance is provided to small contractors for the 
period that they are a small business. 8a) program is 5 to 7 
years. Graduation from the program is based on achievement and 
assistance period. When the company enters the program 8a) they 
develop a plan which shows where they are now, where they intend 
to be in 5 years and an outline of how they will get there. This 
plan includes, $ figure of where the firm chould be income wice, 
production wise, and plant load. When they become self 
Sustaining, self advertising, and achieve level production, they 
graduate. 





19. Margaret Pittman’s job is to take the 8a) offerings and 
match them to the company’s capabilities. Mr. Hunter takes the 
matched job, and contractor, and helps to negotiate the contract. 
He puts together the solicitation package and helps to administer 
the contract. 


20. Non government contractor business development: Henry Pair 
347-2441. 
21. SBA monitors its effectiveness through PCRs a Procurement 


Center Representatives. SBA tracks itself by how they are aiding 
mew businesses, giving opportunities to bid, by listing a firm on 
@ source list. They check what “% of S$ went to small business as 
compared to non government, for a particular region or facility. 
22. May be able to get statistics on business failures through 
the 8a) office, or possibly from the business development office 
at the district office. 


23. Contracts that a set-aside are based on having at least two 
capable firms that can bid on the contract. 





Interview Summary 
Mrs. Margeret Pittman 
8a) Program 
30 June 1988 


1. Position is: Senior business Opportunity Specialist. 


2. Become qualified for 8a) by meeting eligibility requirements 
Bentained in Public Law 95-507 (Copy provided), and recent 
changes to 13 CFR 124 effective Oct 8, 1986. 


3. Company must be 51% owned, daily managed, and controlled, by 
socially and economically disadvantaged. Must have resources 
adequate for procurement, management, technical assistance, and 
financial assistance. Must be able to perform under the SIC code 
fo the contract offered, and must be small business. 


a» To match contracts and firms, we look for capacity, 
(financial and bonding», experience Cidentical similar or 
related), must have been approved to perform under the SIC for 
the contract being offered. 


5. 8a) does not eliminate new firms from consideration. Only 
the Associate Administrator for Minority Small Business, Capital 
Ownership and Development, has the authority to eliminate a firm 
Prom consideration. 


6. The Associate Administrator will find a firm ineligible if 
the owner and principal have had no experience performing in that 
Sic. This is primarily an evaluation of the firms potential for 
success. Citem#6 on form?) 


* Six Steps in determination of eligibility. 


8. Application process is in two stages. First is, what do you 
do. Second stage is; convincing the SBA that he can conduct and 
manage the particular business. This comprises the first five 
steps of eligibility. 


9. Stage two is only filled out after the SBA has determined 
there is a continuing need for firms in that SIC. Contracting 
Agencies will submit weekly, monthly or quarterly lists of 
pending contracts. 


10. Once determined that a SIC is needed, then stage two looks 
at the capability of the firm, capacity (bonding and financial), 
experience, location of work, approved support level. 


11. All contractors with this SIC capability are given equal 
consideration for each job. The contractor is then matched to 
the items listed in #10 to make a selection for the particular 
mob. 





12. 8a) is only open to minority owned or operated businesses. 
The award is then given to contractors according to a priority 
Piast. 


meee Once in the program the firm must develop a business plan. 
Includes where he plans to be and how to get there. 


14. The 8a) firm is assisted in staying on his plan through the 
SBA programs and through consultants contracted by SBA to help 
resolve specific problems. 


HS If a contractor has an identifiable problem the SBA will 
provide assistance in overcoming the problem through contracted 
consultant services or in house assistance. Provided only for 
the period of the problem. 


16. SBA will not provide continuous assistance to a firm, since 
the contractor has contracted to perform the work. It would be 
like SBA paying the contractor for not doing anything. The 
contractor must also maintain his eligibility status while in the 
68a) program (i.e. remain small and minority owned). 


17. The goal is not to develop big business from small ones. If 
a contractor does not perform in accordance with his business 
plan, the SBA will provide assistance as necessary, but if he 
still does not perform, the plan will be revised. 


186. Conditions for termination include continued inadequate 
performance. 


19. Contracting agency has the authority to accept or reject a 
recommended contractor, but the SBA can appeal to the head of the 
agency. Usually, the contracting officer simply states he wants 
a different contractor, because the recommended one did not 
perform adequately on a previous contract. 


e0. Graduation is simply completing the 6 year assistance 
program. (7 years if an extension is approved) 


el. Completion is when a firm becomes big business, or performs 
his business plan, and there is no higher target that he wishes 
to achieve. If there is an additional goal, the contractor may 
revise his business plan and continue in the program. 


c2. The program period begins at the time of the first contract 

award and extends for five years. The contractor may, at the end 
of the 5 the year, request an extension up to the end of the 7th 

year. 


23. The contractor may perform the contract awarded at the end 
of the program period and all options on it, but will not receive 
any additional 8a) contracts. 


24. The contractors are given a heavy load of SBA contracts at 





first, and weaned as the assistance period progresses. The first 
contract is usually a simple one. 


26. 8a) firms are tracked after graduations by the central 
ertrtice. 





SUMMARY OF DISCUSSION 
Waite 
KEN DAUGHERTY 
NORTHDIV DEPUTY FOR SMALL BUSINESS 
16 June 1988 


1. Provided summary of what is to be studied. 


2. Problems Ken sees with topic: 
Each contract has a specified completion date 
No database would be able to provide data that would 
compare completion dates. Possibly look at liquidated 


damages. 
3. Provided a database of small and large business bid data. 
4. Position is: Labor relations specialists and deputy for small 
business. 
5. SBA goals are to promote awards to small and small 


disadvantaged sectors. 


5. SBA doesn’t track the number of contractors. It does track 
the number of contracts and &. Industry is too easily entered or 
exited to track contractors. 


moos Of Contracts in construction industry are set aside for 
small business. 


6. It is the exception to advertise as non set-asides, if the 
contract is under 2 mil dollars. Over $2 mil, the contracts are 
reviewed On a case by case basis. If it can reasonably be 


expected that we will get a fair market value, and more than two 
bidders are interested, then the contract will be set aside for 
small business. 


9. Contracts not advertised for small business require 
Mustitications for not going to small business. 


10. Procurement of over $2 million are hard to get small 
business to bid on ¢ bid climate), so may allow sole source or 
unrestricted advertisement. 


11. Specialty equipment such as generators that were made by a 
Specific company, with unique parts, are advertised unrestricted 
Or sole source. 


12. All non small business advertisements require concurrence of 
the SA at the regional level. 


13. Each buying activity has a procurement center representative 
(Regional level SA person) 





fe. Bach activity may identify which contracte they want to set 
merge for 8a). Based on the number of available contractors, 
available acquisition, lead time, and complexity of the 
procurement. 


15. Another method of setting aside 8a) contracts, is through 
search letters. SA asks for a specific contract for a specific 
Sontractor. Pertinent information is compiled by the SA and 
forwarded to the contract specialists, and contract manager, for 
Saeir Opinion. Some conflicts with other contractors result due 
to this process. 


ue sa) participation is for a period of five to six years, or 
until they become large business. 


7. If incapable of operating without SA assistance, the 
contractor must ask the SA to remain in the progran. 


18. After graduation, the SA does track businesses that have 
graduated from the progran. (Unable to provide a point of 
contact. > 


19. Has experienced several abuses of the system. Many 
fraudulent attempts to obtain set asides. 





DISCUSSION 
WITH 
Been. Lek 
PibeAwebrPHilaA  FPCR 
16 June 1988 


1. Nobody keeps track of businesses after graduation from the 
8€a) program. 


2. The district office will monitor the 8a) contractors while 
they are in the progran. 


3. If a company goes bankrupt while in the 8a) program, the SBA 
will do an analysis of why. 


4. The SBA is there to keep the company from going belly up. 
Does not recall any businesses going belly up while in the 
program, unless they got into legal trouble. 


5. Most failures occur within two years due to poor management. 
6. No abuses of the Set-Aside program they are aware of since, 


it is difficult to manipulate the system when several contractors 
are involved. 


7. Contract brokering to large business isn’t likely now, since 
the prime must do 25% and must reveal that he intends to let out 
some Of the work. The subcontracted work must also be 


accomplished with a small business firm. 


S. When the 8(a) program first started, the program left itself 
wide open to abuses such as front companies. Now with the 50% 
and 25% rules, the small contractor is the person who will be 
doing the work,not some other contractor. 


9. Figure head companies representing an 8(a) contractor still 
happen, but it is difficult to prove. More common is the case 
where a legitimate 8a) company will front the work for a non 
8<a), or large company. 


10. Prices of work can be influenced by davis Bacon wages over a 
time period. 





DISCUSS ION 
WITH 
DELORES O’ MALLY 
CONTRACT SPECIALIST 
16 June 1988 


1. The SBA doesn’t provide any assistance to contractors and 
especially not to those persons administering the contracts. 


2. Somebody should define their role and how it relates to our 
goals. 


3. NAVFAC has a better record of giving work to small business 
than any other agency. 


4. The SBA gets involved in debarment because they are assisting 
the contractors? No, they don’t assist the contractors. If they 
had been involved with the contractors more and provided some 
assistance, they wouldn’t get into trouble. 

©. The SBA dictates, without regard to capability, who will get 
what 8a) contract. The SBA tends to provide 8a) contractors 
with MILCON “larger jobs), rather than match the job to the 
firm’s capability and experience. A better method would be to 
try to match the 8a) contractor with a job that meets their 
Sapability. 


6. The SBA doesn’t want to be involved with financially 
insolvent contractors. The loans the SBA is providing are given 
to companies that can be underwritten, not to those that need 
management assistance and money to get back on their feet. 





APPENDIX C 


CONSTRUCTION INDUSTRY 


COMPOSITION 
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APPENDIX D 


CONSTRUCTION BUSINESS 


SURVEY SUMMARY 








CONSTRUCTION SURVEY 
RESUELS 


-April 1988 initial survey of 100 mailed questionnaires: 
26 Responses received 
14 Classified as large general contractors 
4 Classified as Large specialty contractors 


—-May 1988 and June 1988 telephone survey conducted with 100 
firms contacted. 
45 Responses received 
8 Classified as large general contractors 
6 Classified as large specialty contractors 


-~Total responses by small contractors 69 
63 General contractors 
G Specialty contractous 


-All contractors were listed on the Atlanta Builders 
Exchange membership list or the Atlanta AGC listing. 


-—Survey results show that none of the firms were publicly 
held companies. 


QUESTIONS (Numbers correspond to the NUMBER OF AVERAGE 
survey form guestions) YES RESPONSES %o 
6. Are you a minority owned firm? 0 ee. 
7. Do you work on Federal Contracts? 24 34,7 
8 Have you owned or managed 

another firm? Ze 30.4 
8a. Is the firm still in business? iz Li ah 
9. Does your present firm use 

Federal Government assistance? 6 Bee 


10. Where you aware that the Small Business Administration 
provided the following? Has your firm used it? 


a Guarantee loans 40 /0 O0,-070. 0 
b. Management Training 
seminars at SS o9.174.3 
Lectures Ze 75 LO 574.5 
Classroom Ae 7S SO e ly 2 5 
Publications 2, 76 SOM 7 S206 
c. Management assistance and 
Orc amiZ at 1 on Zr 7 0 30.4/0.0 
d. Small Business Set-Asides 39 /0 DOyo7 On © 
e. 8a) Contracts 41 /0 59.470. 0 
f. Dispute Sattlement 18 /1 26.1/1.4 
g. Bonding 40 /6 GOC.07 2.6 





BUSINESS ASSISTANCE QUESTIONNAIRE 


1. NAME OF ORGANIZATION: 
2. NUMBER OF EMPLOYEES: 
Pee GROSS EXCEED 17 MILLION: yes no 
GROSS EXCEED 7 MILLION: yes no 
4. HOW OLD IS YOUR FIRM: 
5. WHAT TYPE OF CONTRACTOR ARE YOU (GENERAL, SPECIALTY): 
feeeke YOU A PRIVATE FIRM: public private 
6. ARE YOU A MINORITY OWNED COMPANY: yes no 
7. DO YOU WORK ON FEDERAL GOVERNMENT CONTRACTS: 
8. HAVE YOU OWNED OR MANAGED ANY OTHER FIRMS: yes no 
a. ARE THESE FIRMS STILL IN BUSINESS: yes no 
Db. ARE THE FIRMS PUBLIC OR PRIVATELY HELD: public private 
c. NAME AND ADDRESS OF THE FIRMS: 
a AGE AT FAILURE: 
e. YEAR OF FAILURE: 
ff. DID THIS FIRM USE ANY OF THE ASSISTANCE PROGRAMS 
PROVIDED BY THE SMALL BUSINESS ADMINISTRATION: yes no 
9. HAS YOUR PRESENT FIRM USED GOVERNMENT ASSISTANCE: yes no 
ope WHAT TYPE: 
10. WHERE YOU AWARE THAT THE SMALL BUSINESS ADMINISTRATION HAS 
THE FOLLOWING PROGRAMS, HAVE YOU USED ANY OF THE PROGRAMS: 
a. GOVERNMENT GUARANTEE LOANS: yes no yes no 
b. MANAGEMENT TRAINING IN THE FORM OF: 
PoE MINAS: yes 10 yes no 


2 eee CTURES: yes no yes no 





3. CLASSROOM TRAINING: yes no yes no 

4. PUBLICATIONS: yes no yes no 
MANAGEMENT ASSISTANCE AND ORGANIZATION: 

yes no yes no 
CONTRACTS SET ASIDE FOR COMPETITION AMONG ONLY SMALL 
BUSINESSES: yes no yes no 
CONTRACTS WHICH CAN BE AWARDED TO QUALIFYING SMALL 
MINORITY OWNED BUSINESSES, WITHOUT COMPETITION. 
yes no yes no 
ASSISTANCE IN OBTAINING CONTRACTS AFTER THE CONTRACTING 
OFFICER HAS DETERMINED THAT A FIRM CANNOT BE RESPONSIVE. 
yes no yes no 

ASSISTS IN OBTAINING BONDING FOR SMALL FIRMS WHICH HAVE 
HAD A QUESTIONABLE PERFORMANCE HISTORY. 


yes no yes no 





APPENDIX E 


CONTRACTOR BIDDING RECORD 








Frreag Ll. | 
CONTRACTORS 
BIDDING RECORD 


FRom NoORTHDIY SBA DATA (981-1958 


Sip PRicE 
AROVE Om BELOW 
Gov'7 ESTWAnTeé 


AWARD PRICE 
AZOVE OR BELOV/ 
GOV'T ESTIMATE 


* Lhiningfed all bee net contirmed 70 be from Title Gutectars 
© Eliminated al! Bla) Cortractor- dbic’s 

© /0Y Contracts 

© W383  Individval Eide aera eS 


* COWTRACTS INEXCESS OF YO G00 
N= W/Z Lx" = 23/3//8 


a 
42x=/0680 (EK) =1)29% 900 








som 0630_ fF. ° ; 
x = rs pan 26,734 Vipove Cav 7 Eetrmole& 
a z (éx)° DT ESLOMS 
2 Tao 5 = or 
i! 4/2 
z 
S= 7750.2e 


S= 7038S Y% 


5 Ade CONTRACTS ARE fl EXCESS OF Cee 
Eliminated all awards 7Oo non- Title Tl Liems 
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e 7S Contracts Nn Wes limited by she 7 sf Nrle DL Gwalds 
‘7S fanrds NEES ad (ecorded 47) Je Watabace. 


View Sx = B2036 





2x =5/O (6x) ZOCra@ 
— 7/0 ° 
x=! Fa ="6.6% Alove Goo tr Eotimate 
az, O708e- Bete 
—— 
Ss 1/942.8/ 
S= 32.81% 


AVERAGE CoAl7TRACT PRICE = 277 Mhihon 
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BA 
CONTRACTORS 


BIDDING LECORS 
FROM’. NORTHDIVY SBA DATA 1981 - 1988 
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APPENDIX H 


SBA and SCORE 


BUSINESS ASSISTANCE 


SECTION 
COUNSELLING A 
Sometime Small Business Needs Help 
Georgia SCORE/SBDC directory 
TRAINING B 


small Business Administration Spring 1988 Training 
Schedule 

April-July 1988 SCORE Seminars and Workshops 

Small Business: The World is Your Market 


PUBLICATION LISTS C 


Business Development Booklets 

Directory of Business Development Publications 

Directory of Business Development Publications 
Order Form 


SAMPLE PUBLICATIONS D 


How to Operate a Small Business Legally 
Georgia 

Business Plan for Small Construction Firms 

Should You Lease or Buy Equipment? 

Selecting the Legal Structure for Your Firm 

Feasibility Checklist for Starting a Small 
Business 

Analyze Your Records to Reduce Cost 

Budgeting in a Small Service Firm 

Breakeven Analysis: A Decision-Making Tool 


COUNSELLING NOTES E 


Small Volume Home Building (#108) 
Paint and Decorating Centers (#128) 


BROCUREMENT AUTOMATED SOURCE SYSTEM (PASS) E 


PASS Information Booklet 





APPENDIX H 


Section A 


COUNSELLING 











SOMETIMES 
SMALL 
BUSINESS 
NEEDS 
EL)” 








Woura you like to talk 
with someone who has 
had the same kinds of 
business problems you 
have — and who solved 
them successfully? 


Would you like to talk 
to someone about 
starting a new business? 


Would you like to get 
this valuable advice at 
absolutely no charge? 


That’s what SCORE is all 
about. Free business counseling by 
men and women who have had suc- 
cessful business careers as com- 
pany executives or owners of their 
own businesses. 

They are willing to share their 
knowledge and experience at abso- 
lutely NO CHARGE. 

And they are as close as your 
telephone. SCORE has counselors 
in all 50 states, Puerto Rico, Guam, 
the Virgin Islands and the District 
of Columbia. 


EXPERIENCE YOU 
CANT BUY — 
BUT ITS FREE! 


Even if you were willing to pay 
for management counseling, it 
would be difficult to find the 


specialized experience to match 
your particular problems. 

But SCORE can fill your needs. 
SCORE exists only to provide free 
information and advice on prac- 
tically every business. 

From ladies ready-to-wear 
retailing to food services and 
restaurants, 

From construction to elec- 
tronics and computer technology, 

From advertising and 
marketing to financial control, 

From purchasing to... 

Name it and there’s a SCORE 
counselor who talks your language 

It is important to organize and 
manage all the special skills of a 
business ina way that will make 
the business operate successfully— 

And SCORE counselors have 
that management ability! 


SCORE 
COUNSELING — 
ONE PERSON OR 
A TEAM 


The counselor chosen to serve 
you has the experience that most 
closely parallels your needs. But no 
one is an expert in every type of 
business. So your SCORE counselor 
may call on other SCORE members 
for their special expertise. 





Your counselor—or team— 
meets with you personally and as 
frequently as necessary. They 
analyze and define your problems. 
They help you find solutions. They 
keep checking with you to see how 
the solutions are functioning. The 
period of counseling may take as 
little as a week. Or a year. Whatever 
length of time needed. 

All information learned about 
your business 1s CONFIDENTIAL. 
It is not revealed to anyone outside 


of SCORE. 


A TRADITION OF 
EXCELLENCE 


Nationally, SCORE has helped 
thousands of small businesses iron 
out their problems. Many owe their 
success to the assistance received 
from SCORE. 

Help for you is as near as your 
telephone. To learn how you can get 
personal counseling for your 
business, telephone or stop in at 
the SCORE office. There is no 
obligation. 

Or, if you wish, you are 
welcome to attend any of the 
seminars and workshops SCORE 
periodically conducts. They cover 
major considerations for running a 
business. To find out when and 
where they are held, call SCORE. 





SCORE 


Sponsored by LS. Small Business Administration 






Service Corps of Retired Executives 
Active Corps of Executives (ACE) 


Georgia SCORE Chapters 


ee * © © © & ft Atlanta ...... 1720 Peachtree Rd., N.W. 
Suite 600-A, North 
(404) 347-244] 


FREE COUNSELING FOR Albany 


eran 235 Roosevelt Avenue 
SMALL BUSINESSES (912) 888-7007 
Augusta ...... c/o Augusta SBDC, Augusta Coileg: 
eet «© &© &€ & & 1061 Katherine Street 
(404) 737-1792 
WHAT IS SCOJ Brunswick .... No Street Address 
RE? (912) 265-0620 
Columbus ..... Heritage Tower, Suite 105 
18 Ninth Street 
SCORE iS THE Spanlce CoRPS OF (404) 571-7357 
ETIRED CXECUTIVES, 
Oa ltonicesee.-. Oalton-Whitfield Chamber 
SCORE 1S A NONPROFIT ASSOCIATION of Commerce 
PROVIDING FREE BUSINESS 524 Holiday Avenue 
COUNSELING, (404) 278-7373 
SCORE 1s BRAINS, IDEAS, SKILL Gainesville .. Gainesville-Hal] County 
AND EXPERIENCE, Chamber of Commerce 
230 Sycamore Street 
SCORE 15 10,000 RETIRED AND (404) 532-6206 
ACTIVE EXECUTIVES. 
MaCONm aie. 4s Middle Georgia Area Planning 
SCORE 18 VOLUNTEERS READY TO and Oevelopment Commission 
SHARE THEIR SKILLS. 


600 Grand Building 


(912) 744-6160 
SCORE 1S COUNSELING ON SMALL 


BUSINESS PROBLEMS, 


Savannah ..... Federal Bldg., Suite 8-B 
125 Bull Street 
SCORE HAS A BACKGROUND OF (912) 944-4335 
MORE THAN ZO YEARS OF 
SUCCESSFUL COUNSELING, Statesboro ... Federal Building, Rm. 225 
' S52 North Main Street 
SCORE’S COUNSELING SERVICES - (912) 489-8719 
ARE FREE, 


(over) 








A Unrversty System of George Program 


Do you know what the 
SMALL 

BUSINESS 
DEVELOPMENT 
CENTER 

can offer you? 


Georgia's 16 Smait Business Development 
Centers offer free counseling to our state's small 
busir.esses. Established in 1977, the SBOC was 
designed to help you. the small business person. 

We can provide you with information linking 
you with other businesses, industry and gov- 
ernment. 

Our counselors can provide you with informa- 
tion on: 


@ financial planning 

e cash flow projections 

e bookkeeping techniques 
e sales techniques 

e display and advertising 
e marketing evaluation 

@ risk managemen{ 

@ organization structure 

@ inventory contol 

e employees & cuslomers 
e theft 

e refinancing 

@ exporting 

e Starting a busmess 


S8DCs are in partnership with the- 


U.S. Small Business Administration. 


(over) 


Georgia SBOC Directory 


Albany (912) 439-7232 
Albany Area Chamber of Commerce 
501 N. Slappey Boulevard 


Athens (404) 542-7436 
University of Georgia, Chicopee Complex 
1180 East 8road Street 


Atlanta (404) 651-3550 
Georgia State University 
1 Park Place South, Suite 1055 


Augusta (404) 737-1790 
Augusta College, 106] Katherine Street 


Brunswick (912) 264-7343 : 
Brunswick Junior College, Altama at Fourth 


Columbus (404) 571-7433 
Heritage Tower, 18 Ninth St., Suite 105 


Dublin (912) 272-5546 
Dublin-Laurens County Chamber of Commerce 
1009 Bellevue Avenue 


Gainesville (404) 536-7984 
Georgia Mountains Center 
1010 Ridge Road 


Lawrenceville (404) 963-4902 
Gwinnett Technical School 
1250 Atkinson Road 





Macon (912) 741-8023 
Greater Macon Chamber of Commerce 


Marietta (404) 423-6450 
Kennesaw College 


Milledgeville (912) 453-931) 
Milledgeville-Baldwin Co. Chamber of Commerce 
130 South Jefferson Street 


Morrow (404) 961-3440 
Clayton State College 


Rome (404) 295-6326 
Floyd Junior College 


Savannah (912) 651-2533 
12 West 43rd Street 


Statesboro (912) 681-5194 
Georgia Southern College 


Valdosta (912) 247-8100 
Lowndes County Chamber of Commerce 
1604 N. Ashley 


Warner Robins (912) 922-8585 
Warner Robins Chamber of Commerce 


TABAN Nahe we 





APPENDIX 4H 


Section B 


TRAINING 








SMALL BUSINESS ADMINISTRATION TRAINING SCHEDULE, SPRING QUARTER 1988 


This is a scnedule of snail business training programs co-sponsored by the U.S. Small 


Business Acministration. 
listed information. 


SCORE 

1720 Peachtree Road, tw 
Suite 600 

Atlanta, Georgia 
347-2442 


SBA MINORITY SMALL BUSINESS 
8{a) PROGRAM 

1720 Peacntree Road., NW 
North Tower £00-0 

Atlanta, Georgia 

347-7061 


EMORY UNIVERSITY 
Atlanta, oeorgia 
727-6000 

Steve Stoffle 


MIOTOWN YwCA 

805 Peacntree Street st Sth 
Street 

Atlanta, Georgia 

892-3476 


The program details are subject to cnange. Call to confirm 


PRE=BUSINESS WORKSHOPS-8: 30AM-4:00PM ($10.00 each) 
Tuesday, May 10, 1988 (Rm 162 
Tuesday, June 14, 1988 (Rm 197-199) 


(Free Parking for above workshops, compliments of the Beer 
Mug across the street) 


SEMINARS = 7:00 = 9:30 PM ($7.00 each) 
(Rm 197-199) 


MARKETING-A STRAIGHT FORWARO AFPROACH 


YOUR BUSINESS TAX PLANNING 

MONEY SOURCES FOR SMALL BUSINESS 
Monday, Apr. 25, 1988 

START-UP PLANS FOR SMALL BUSINESS 


Monday, Apr. ; 
aNTROOUCTION TO COMPUTERS IN BUSINESS 
Monday, June 2/, 8 


(Free parking at night at 1720 Peachtree Street. Please 
enter building lst floor rear, double glass doors. You 
may also park across tne street, compliments of the Beer 
Mug). 


HOW TO APPLY FOR AN SBA LOAN-9:30-11:30AM ($5.00 each) 


Friday, May 6, 1988 - Room 197-199 
Friday, June 10, 1988 - 197-199 


(Free parking, cempliments of the Beer Mug across the 
street). 


PLEASE NOTE: All courses provide special information for 
Veterans, Vietnam-Era Veterans and Handicapped Veterans. 
Facilities are available for the handicapped. 


REQUIREMENTS ANO OBJECTIVES OF 8(a)-2:00-3:00PM 
(FREE ) wednesoays 


Apr. 6, 13, 20, & 27, 1988 
May 4, 11, 18, & 25, 1388 
June 1, 8, 15, 22 & 29, 1988 
Oly eG, 12), 20, 6 27, 1966. 


STARTING ANO MANAGING A SUCCESSFUL BUSINESS 
5) (For Six weeks 
wednesday, April 13, 1987, 7:30 - 9:30 
HOW TO START AND MANAGE A SUCCESSFUL BUSINESS ($55.00) 
Wednesdays, June 22-July 27, 1987, 7:30-9:30 p.m. 


HOW TO GET AN SBA LOAN ($5.00) 
Tuesday, May 24, 1988, 5:30-7:30 PM 


HOW TO FORM A BUSINESS PLAN ($15) 

Tuesday, May 3, 8, 5:30-7:00 PM 

BASIC ACCOUNTING ($25) 

Wednesoay, May 16 & 25, 1988, 5:30-8:30 PM 
HOW'S YOUR FINANCIAL HEALTH ($10) 


Tuesday, April 26, 1788, 5:20-7:30 PM 


Tuesday, May 10, 1988, 5:30-7:20 PM 

PROFESSIONAL SELLING $15) 

Tuesoay, May 31, 1988, 5:30-7:°O PM 

INTROOUCTION TO LOTUS :-2-3 $100) 
aturday, “plil >, .-50, 9972u 

INTRODUCTION TO SBASE 225 + $100) 

wednesOay, “ay 25, 235, \7:05 AM4:00 PM) 


5:00PM) 





CLAYTON STATE COLLEGE/SBOC 
Morrow, Georgia 

961-3440 

Jim Halloran 


GEORGIA STATE/SBOC 
Urban Life Center 
Atlanta, GA 

Peter Rassel 
651-3550 


GEORGIA STATE/SBDC 
Urban Life Center 
Atlanta, GA 

Peter Rassel 


NORTH GEORGIA REGIONAL SBOC 
GAINESVILLE AREA OFFICE 

O Ridge Road 
Gainesville, Georgia 30501 
404-536-7984 


AT; BRENAU COLLEGE 
b~556-/9 


AT: NORTH GEORGIA TECH 
404-556-79 


AT: SRENAU COLLEGE 


AT: GAINESVILLE AREA OFFICE 
010 Ridge Road 

Gainesville, Georgia 
404-536-7984 


AT: LANIER TECH 
T404 )536-7 304 
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HOW TO START A SUCCESSFUL SJSINESS (8-oart) 
($50.00) Elgnt-part series eacn Tuescay from 
7:00 P.M. - 9:00 P. M. Starting April 5 through May 24, 
1988. 
BOOKKEEPING FOR SMALL BUSINESS ($20.00) 
Tues./thurs. ADT1il 19, 72i,1980 6:30 PM-9;30PM 
HOW TO START A NEW BUSINESS ($20.00) 
Thurs. April 14, 1988, 6:30 PM-9:30PM (Fayette Co.) 
HOW TO START A NEW BUSINESS ($30.00) 
Sat. April 16, 1988 9; 300M-a:30PM 
Sat. May 21, 1988, 9: 30AM-4; 30PM. 
SMALL BUSINESS INSURANCE ‘$20.00) 
Wed. April 20, 1988, 6:30PM-9: 30PM 
SMALL BUSINESS TAX WORKSHOP ($20.00) 

urs. April ; , 8: 300M-4: 30PM 
PREPARING LOAN PROPOSALS ($20.00) 
Mon. April 25, 1988, 6:30PM-9: 30PM 
MAIL ORDER ($20.00) 
Thurs., April 28, 1988, 6:30PM-9:30PM 
PERSONAL FINANCIAL PLANNING FOR THE SMALL 
BUSTIN WNER 00 
TELE-MARKETING SALES ($20.00) 
Thurs. May 12, 1988 6:30P™-9:30PM 
INTERNATIONAL SMALL BUSINESS ($20.00) 
Tues. May 24, 1988, 6:30P4-9: 30PM 
LEGAL ASPECTS OF OOING BUSINESS ($20.00) 
Thurs. May 26, 1988, 6:30PM-9:30PM. 


GRASP COURSE II 

DEVELOPING YOUR BUSINESS PLAN ($450.00) 

10 Saturdays, Feo. 6, 13, 20, 27, 1988 

Mare 5, tz, 19, 26, 1998, Apr. 6, 23, 1988 


HOW TO OPEN YOUR OWN RESTAURANT ($95.00) 
Teregister Dy pr. Ade 
6:30PM-9:30PM., Apr. 25, 1988, Saturday, 
April 30, 1988, 9:004M to 5:00PM 


HOW TO START ANO MANAGE A BUSINESS( $15.00) 
Tuesday, May 10, 8 
7:00-9: 30PM 


TELEPHONE ETIQUETTE ANO CHOOSING PHONE 
SYSTEMS TO GROW WITH A 5US.°ESS ($25.00) 


ursday, Aprii 14, 198 
6: 30-9 : OOPM 


FUTURE ENTREPRENEUR'S OAY ($25.00 for public; 
mo charge for Nortn Georg-a jech students 
Tuesday, April 26, 1988 

8:30 AM~3:Q0PM 


HOW TO PREVENT SHOPLIFTING, AVOIO BAD 
CHECKS & CREOIT CARO FRAUD( $25.00) 
Tuesday, May 10, 1988 

6: 30-9: 0OPM 


HOW TO START ANO MANAGE A SUSINESS ($15.00) 
Tuesday, May 10, .988 
7:00-9: 30PM 


FUTURE ENTREPRENEUR'S wOR4SHOP ($25.00) for public; (no 
Ghatge for Lanzer tech st-ce1cs) 
Thursday, May .2, 1988 

6: 30~+9: 30PM 








GEORGIA VETERANS LEADERSHIP 
PROGRAM-VIETNAM VcTZRANS 
(Oirect Loan Prooram) 

AT: PRESIOENTIAL ROTEL 
4001 Presidential Pxwy. 

at I-85 ano [-285 

off Chamblee-TucKxer Roao 
Atlanta, GA 

Andy Farris 393-1708 

Ron Miller 565-8444 


IBM CORPORATION 


(To be announceg) 


SOUTHERN BELL 

AT: Radisson Hotel Atlanta 
Courtland Street and 
International Boulevard 
Atlanta, Georgia 
1-800-331-9046 


MORRIS BROWN COLLEGE 
643 M. L. K. Jr. Urive 
Atlanta, GA 30314 
MAKE RESERVATIONS 
CALL 525-7831 

Ext. 157, 159, 235 
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"SBA APPLICATION WORKSHOP" 

aturday, June il, 4 
8:00AM to 4:30 PM 
Registration: $25.00 
Lunch: $9.50 


SMALL BUSINESS PLANNING TODAY FOR A PROFITABLE 
TOMORROW ($55) 
Week of June 20th, 7:30AM-5:30PM (Oay to be announced) 


SMALL BUSINESS: 
(Veterans $49) 
Thursday, June 9, and Friday, June 10, 1988, 9:30AM-7:00PM 


INCREASE PROFITS THROUGH MARKETING ($99) 


WORKSHOP ON SMALL ANO MINORITY BUSINESS ($10.00 both days) 
weo., Apr. VE 1588, 1:00-5:00PM (for prospective Owners) 


Thurs., Apr. 28, 1988, 1:00-5:00PM (for business owners) 





DAYTIME - Free parking compiiments of The Beer Mug Restau- 


oo 


APRIL - JULY 1988 
SCORE - SBA 
SMALL BUSINESS 
SEMINARS - WORKSHOPS 


MANAGEMENT ASSISTANCE 
FOR THE SMALL BUSINESS 


PRE-BUSINESS WORKSHOPS 
8:30 A.M. to 4:00 PM. 
Tuesday, Apr. 12, 1988 
Tuesday, May 10, 1988 
Tuesday, June 14, 1988 


SEMINARS 
7:00 P.M. to 9:30 PM. 
MONEY SOURCES FOR SMALL BUSINESS 
Monday, Apr. 25, 1988 


START-UP PLANS FOR SMALL BUSINESS 
Monday, May 23, 1988 


INTRODUCTION TO COMPUTERS IN BUSINESS 


Monday, June 27, 1988 


LOCATION 
1720 Peachtree Road, N.W. 
Room 197-199 
Atlanta, Georgia 30309 


rant, 1705 Peachtree Rd., NW. Across etreet from 
1720 Peachtree Rd. 


EVENING - Free parking at 1720 Peachtree Road. enter buiiding 


ee ee 


through rear doubie doors. 


All programs provide special information for Veterans, 
Vietnam-Era Veterans and Handicapped Veterans. 


Facllities available for the handicapped. 


Presented by 
SCORE 


SERVICE CORPS OF RETIRED EXECUTIVES 


Co-Sponsored by 
U.S. Small Business Administration 


HOW TO APPLY FOR AN 
SBA GUARANTEED LOAN 


Regulations Procedures — Criteria 
($5.00 — Pay at the door) 


SEMINARS — 9:30 — 11:30 AM 
FRIDAY — APRIL 8, 1988 
FRIDAY — MAY 6, 1988 
FRIDAY — JUNE 10, 1988 


LOCATION 
1720 Peachtree Road, NW 
Room 197 
Atlanta, Georgia 30309 
(404) 347-2442 


YOUR BUSINESS TAX PLANNING 


Tuesday, April 5, 1988 9:00-12:00 AM 
($7.00 — Pay at the door) Room 162 


Special tax situations will be discussed to assist your 
tax filing requirements. 


ABOUT SCORE 


The Service Corps of Retired Executives (SCORE) is a 
national volunteer group of 12.000 men and women 
who have successfully completed their own active 
business careers and who now offer their help to 
both going and prospective small businesses. 
SCORE volunteers appreciate the contribution that 
small business is making to American free enterpnse. 
They offer their talents and experience to those who 
need help 


Atlanta SCORE Chapter 48 has a membership of 
men and women who counsel several hundred 
clients each year at no charge. Attendance at ‘going 
into business workshops and evening seminars on 
specific business topics numbers over 1,000 particip- 
ants annually. 


Individual counseling sessions are available with 
SCORE counselors. We recommend that you follow 
up your participation in the workshops and seminars 
by discussing your own plans in detail with a coun- 
selor. There is no charge. Counselors are available 
at 1720 Peachtree Rd.. N.W., Suite 600A Mondays 
through Fndays from 10:00 AM. to 4.00 PM. 
No appointment is necessary. You may call (404) 
347-2442 for more details. 








PRE-BUSINESS WORKSHOPS 
8:30 A.M. to 4:00 PM. 


TUESDAY, APRIL 12, 1988, Rm. 162 
TUESDAY, MAY 10, 1988, Rm. 197-99 
TUESDAY, JUNE 14, 1988, Rm. 162 


AGENDA 


INTRODUCTION 
Financial Factors and 
Sources of Capital 
Marketing 


LUNCH (On Your Own) 
Forms of Business Organization 
Business Records — Regulations, 

Taxes and Insurance 


ADJOURN 


The inherent uncertainty of the future makes it im- 


perative that management use all information and 
every technique that can be of assistance in making 
decisions affecting future operations. The business 


owner/manager needs to acquire and continually up- 


grade his or her knowledge and skills so that he will 
have the best chance of success in today’s highly 
competitive business world. 


This course will provide the opportunity for the po- 


tential or newly self-employed business person to 
gain or increase expertise in managing his or her 
own business. 


Expenenced management executive specialists will 
conduct the sessions in each management area 


PROGRAM OBJECTIVES 


1. To make the small business owner/manager 


aware of up-to-date ideas which wil! improve the ef- 


fectiveness of his or her business operations. 


2. To give practical techniques which will aid him 
or her in improving these ideas. 


3. To prepare him or her to cope successfully with the 
many changes in the future economic environment. 


SEMINARS 
7:00 P.M. to 9:30 P.M. 


MONDAY EVENING, APRIL 25, 1988 
FINDING MONEY SOURCES FOR 
YOUR SMALL BUSINESS 


Never enough money! You need capital to buy in- 
ventory, pay employees, pay taxes, meet operating 
expenses, and so forth. Do you understand the van- 
ous sources of money available to you? How about 
capital generated internally? Capital available from 
trade creditors? Borrowed money? Sale of owner- 
ship interest? Do you know which source is best 
suited to the needs of your business? A financial plan 
will give you time to secure capital on the best pos- 
sible terms before a crisis forces you into an 
emergency cash shortage. 


MONDAY EVENING, MAY 23. 1988 
START-UP PLANS FOR A SMALL BUSINESS 


Starting a small business requires advance planning 
and a review of principles of successful manage- 
ment Start-up capital and other financial require- 
ments are key considerations Commercial space 
needed. record keeping systems, busines licenses, 
tax and legal requirements, credit policies, and mar- 
ket analysis are a few of the matters to be considered 
at this seminar. 


MONDAY EVENING, JUNE 27, 1988 
INTRODUCTION TO COMPUTERS IN BUSINESS 


A computer and accounting professional with over 
15 years experience in mainframe computers, mini- 
computers and microcomputers will discuss micro- 
computers in small businesses. The discussion will 
be orented towards potential business micro- 
computer buyers and recent purchasers. Topics will 
include potential applications, the benefits to expect 
from a computer system, how to decide whether you 
need a computer, penpheral equipment, the com- 
puter purchasing decision. and the dollar and non- 
dollar costs of owning and using a business micro- 
computer system. 
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U.S. Small Business Administration ue Rate t Ree 
ostage and Fees Pa 
1720 Peachtree Rd., N.W. U.S. Small Business Administration 
Suite 600 Permit No. G-82 


Atlanta, GA 30309 





Official Business 
Penalty for Private Use, $300 


UPD 6860/2-88 





ATsI 


SBA. 


U.S. Small Business Administration 


(ji 


Dear Small Business Executive: 


There is an urgent necd to transfer the spirit of 
entreprencurship into the global marketplace. Small 
business exporters hold the key to significantly 
reducing Amcrica’s trade deficit. Participation by 
small business in new intemational markets will 
mean prosperity to thousands of small business 
owners and work for many Amcricans. Every onc 
billion dollars in exports creatcs ovcr 25,000 jobs. 
In responsc to these compelling facts, the Small 
Business Administration (SBA) has madc promotion 
of exporting atop priority. AT&T recognizes the 
importance of small business in ensuring the 
continucd growth and expansion of the American 
economy and is committed to supporting the SBA's 
export promotion cfforts. In cooperation with 
AT&T, SBA has dcvcloped a scrics of trade forums 
to inform small busincss owners of thc challcnges 
and opportunitics of trading outsidc our boarders. 


We hopc that you will attend the International Trade 
Forum to learn how exports can increase your profits 
and why for Small Business: The World Is Your 
Market. 





x f Bnei 


John E. Berndt 
Administrator Senior Vice Presidcnt 
U.S. Small Business AT&T International 
Administration Division 
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NATIONAL SPONSORS 
U.S. SMALL BUSINESS ADMINISTRATION 
AT&T 


NATIONAL SUPPORTING ORGANIZATIONS 
The Service Corps of Retired Executives (SCORE) 
The U.S. Chamber of Commerce 

The Nationa] Fedcration of Indcpendent Businesses 
The Burlington Northern Company 

Health Industry Manufacturing Association 


REGIONAL SPONSORS 
AT&T, Southern Regional Office, Atlanta, Ga 
SCORE Chapter #48, Atlanta, GA 


We particularly thank the Georgia District 
of the U.S. & Foreign Commercial Scrvice, the 
Georgia Department of Industry & Trade, the 
Atlanta Chamber of Commerce, SCORE Chapter 
#48 of Auanta, the International Trade Development 
Center of thc University of Georgia’s Smal] 
Business Developmcnt Center, and SBA’s Atlanta 
District Office for their assistance in the planning, 
execuuion and delivery of this conference. 


HOTEL ACCOMMODATIONS: 

Contact the Radisson Hotel Atlanta at (404) 659- 
6500. Be sure to mention the SBA-AT&T confer- 
ence to obtain a special rate of $85/night 


REGISTRATION INFORMATION: 
Space is limited! Register early! Preregistration is 
$85. On-site registration is $99. 


For morc information contact your nearest SBA 
office or call 
(404) 347-4948 


Completc the “Registrauion Form” and “Course Pre- 
Sclecuon”card. Return thcse with your check to: 


“The World Is Your Market” 
1720 Peachtree Rd. N.W. 
Suitc 600 

Atlanta, GA 30309 


Make checks payable to “SCORE Chapter 48”. (No 
refunds will be issued after March 17.) 


HANDICAPPED: Special arrangements will 
be made upon request. 


te 





----- AGENDA - THURSDAY, MARCH 24-------- 


7:30 AM - Registration 
7:45 AM - 8:30AM Coffee & Continental Breakfast 
8:30 AM - 9:20 AM Welcoming & Opening Session 


“The World Is Your Market” 
James Abdnor, AdmInistrator, 
US. Smal! Buslness Administration 


9:30 AM - 10:30 AM Series I Courses 
10:45 AM - 11:45 AM Senes II Courses 
12 NOON - 1:00PM Luncheon 


“The World of Exporting” 
Judith Sans, President 
Judith Sans Internatlonale 


1:00 PM - 2:00 PM Series III Courses 
2:15 PM - 3:15 PM Senes IV Courses 
3:30 PM - 4:30 PM Series V Courses 
4:30 PM - 6:30 PM Reception And Exhibits® 
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----AGENDA - FRIDAY, MARCH 25---- 


7:30 AM- 8:30AM = ,_ Registration 

8:30 AM - 9:30 AM Series V] Courses 

9:45 AM - 10:45 AM Series VII Courses 

11:00 AM - 12 NOON Series VII Courses 

12:15 PM- 1:15 PM Series [IX Courses 

1:15 PM - 2:45 PM Luncheon & Panel Session 


“Successful Exporlers” 
Moderator: George Trabue, President 
Eastman Chemlcal Products, Kingsport, TN 


Panclists: 


Cliff Hilburn, President 
Hilbum Custom Marine 
Tunnelhil, GA 
Ralph Howard, President 
Kleentex, Inc. 
LaGrange. GA 
Robert J. Broadwater, Senior Vice President(Retired) 
Coca-Cola 
Auanta,GA 
Michael Jones, President 
HMA Internauona! 
Business Development, Ltd. 
Greensboro, N.C. 


*Exhibits open from 12 Noon Thursday—4:30 PM Friday 


THE CORE CURRICULUM 


“WI1IO CAN IIELP.7" - SOURCES OF EXPORT 

ASSISTANCE 

P. Douglas Wexler, Associate, Internationa] Trade 
Consultants, Inc., AUanta, GA 


“DIFFERENT STROKES...” - CULTURAL ASPECTS OF 

INTERNATIONAL TRADING 

Gordon Ilarrison, President, World Technology Center, 
Marieta, GA 

Pamcla Mobicy, Cross Cultural Managers, World 
Technology Center, Maneua, GA 


“WITERE IN THE WORLD?" - PERSPECTIVE ON THE 

WORLD MARKET 

Carlos Martel, President, The Mulusource Group Inc., 
Adanta, GA 


DISTRIBUTION: FINDING BUYERS, AGENTS & 
DISTRIBUTORS 
Scou Seydel, President, The Seydel Companies, AUanta, GA 


INTERNATIONAL TELECOMMUNICATIONS: ITS 

IMPLICATIONS FOR SMALL BUSINESS 

Brenda Procu, Seminar Leader, Communications Planning 
Center - AT&T, San Francisco, CA 


DISTRIBUTION: EXPORT MANAGEMENT & 

TRADING COMPANIES 

Eric Joiner, Vice President-Marketing, AJC Intemational 
Inc., Adanta, GA 


LEGAL ASPECTS OF INTERNATIONAL TRADE 
Wilham C. Poole, Chamberlain, Irdlicka, White, 
Johnson & Williams, AUomeys-ai-Law, Adana, GA 


ANSWERING INQUIRIES: PRICING & THE 

PRO-FORMA INVOICE 

Treg S. Brown, Manager, Emst & Whinncy, Adanta, GA 

Essie Stewart, Air, Land, Ocean Intemational Services, 
AJdanu, GA 


MINIMIZING FOREIGN PAYMENT RISKS 
William S. Edwards, Vice President, First Wachovia 


Corporate Services, AUania, GA 


oa 





SPECIAL INTEREST CURRICULUM 


J. TRADE SHOWS & TRADE MISSIONS = SALES SUCCESS 
Mark Henricks, Henricks Technologies Inc., AUanta, GA, 
Frank Scheidler, Area Manager, Neptune Intemational, 

Adanta, GA 


K. JOINT-VENTURES & LICENSING OVERSEAS 
John E. Yates, Esq., Corporate/Technology Group, Morris, 
Manning & Martin, Agomeys-ai-Law, Auanta, GA 


L. FOCUSING ON INTERNATIONAL MARKETS: 
ADVERTISING OVERSEAS 
Hugh Hyde, Jr., Vice President, Johnston International 
Publishing Corp., New York City, NY 


M. EXPORT LICENSING: COPING WITH THE RED TAPE 
Luba Czura, Corporate/Technology Group, Morris Manning, & 
Martin, Agomeys at Law, Adanta, GA 


N. TRADEMARKS, PATENTS AND COPYRIGHTS 
OVERSEAS 
Henry W. Jones, III, Corporate/Technology Group, Morris, 
Manning & Mastin, Auomeys-at-Law, AUanta, GA 


O. EXPORT MARKETING: THE U.S. & FOREIGN 
COMMERCIAL SER VICE 
George Norton, Director, U.S. & Foreign Commercial Service, 
Auanta, Ga 


P. REDUCING RISKS AND FACILITATING FINANCING: 
REVIEW OF EXPORT/AIMPORT BANK AND F.C.LA. 
SERVICES 
Gail Wilson, Assistant Vice President, The Frank B. Hall 

Company of Georgia, Atlanta, Ga 
Gerald D. Solomon, Senior Marketing Manager, Expon-Impon 
Bank of the United States, Washington, D.C 


Q. SOURCES OF EXPORT WORKING CAPITAL 
Wilham C. Cummins, Vice President-Trade Finance, 
SouthTrust Bank of Alabama, Birmingham, AL 
Marie Glover, Loan Officer, Finance Division, SBA District 
Office - Auanta, GA 


R. TAX ADVANTAGES OF EXPORT: THE FOREIGN SALES 
CORPORATION 
John Thomtion, Vice President, Global Trade Associates Inc., 
Boston, MA 


S$. SELLING ABROAD IN FOREIGN CURRENCIES 
T. Edgar Vance, Regional International Trade Representative, 
SCORE, Kingspon, TN 


T. THE EXPORT INSTRUMENT: THE LETTER OF CREDIT 
Graham Martn, Manager-Intematonal Division, Barnet: Bank 
of Jacksonville, FL 


U. ROUNDTABLE: EXCHANGE OF VIEWS ON TRADE 
TOPICS 
Tom Watson, Industry Sector Advisory Commitee on Small] & 
Minority Business for Trade Policy Matiers 
Carol Merck, SBA National Advisory Council 
Duane Hunter, SBA Auanta Regional Advisory Council 
Fred Kress, Georgia Distinct Expon Council 


BB. 
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WORLD MARKET CURRICULUM 


TRADING WITH JAPAN 
Shusaku Hirano, Executive Director, Japanese 
External Trade Organization (JETRO), Adanta, GA 


WORLD MARKETS FOR FOREST PRODUCTS 

Tom Hammet, Forest Products Specialist, 
International Trade Center, Athens, GA 

Don Jefferson, International Sales Manager, 
T&F Hardwood, Inc. Milledgeville, GA 

Rhett Willis, President, Construction Exports, Inc., 
Savannah, GA 


WORLD MARKETS FOR SOFTWARE 

Don Nay, Trade Specialist, U.S. & Foreign 
Commercial Service, Atlanta, GA 

Charles Van Wickle, V.P.-Sales & Marketing, The 
Bnill Corporation, Norcross, GA 


TRADING WITH THE REPUBLIC OF KOREA 
Sung Ho Cho, Executive Director, Korean Trade 
Promotion Center, New York, N.Y. 


TRADING WITH TAIWAN 

Tony Lee, Deputy Director, China External Trade 
Development Corporation (CETDC) New York, 
NY 


. WORLD MARKETS FOR MEDICAL PRODUCTS 


Michael Jones, President, HMA Intemational] 
Business Development Lid., Greensboro, NC 


WORLD MARKETS FOR INDUSTRIAL 

CHEMICALS, FIBERS & PLASTICS 

George Trabue, President, Eastman Chemical 
Products, Kingsport, TN 


TRADING WITH THE UNITED KINGDOM 
Michael Jones, President, HMA Internationa] 
Business Development Lid., Greensboro, NC 
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U.S. Sma!! Business Administration 
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SBA 115B 
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Business Development Booklets 


To Order: Complete the Order Form and check off requested 
publications. Send it with your check or money order lo the 
Superintendent of Documents, Government Printing Office, 
Washington. DC. 20402 Make check or money order payahle to 
the Superintendent of Documents. Do not send pos)age stamps 

or cash. These booklets are not sold by the Small Businesa 
Administration. Do not send payment for booklets to SBA. If 
Business Development Pamphlets are also being ordered {Form 
115A), send a separate payment to SBA for the pamphlets. Foreign 
remittances should be made by inlernational money order payahle 
to the Superintendent of Documents. by draft drawn in U.S dol- 
lars on an American or Canadian bank located in the U.S. or Can- 
ada, or by UNESCO coupons. Please note: In accordance with U.S. 
Department of the Treasury regulations, checks drawn on 
Canadian banks for amounts of less than four U.S. dollars ($4 00) 
cannot be accepted. This regulation also applies to Canadian 
money orders. If the value of your order Is less than $4 00, we 
sugges) ynu charge your order to your MasterCard or VISA 
account. Please include your card number and date of expiration. 
Prices subject to change without notice. ‘ 


Small Business Management Series 


The books in this series discuss specific 

management techniques or problems. 

No. 

9. Cost Accounting for Small Manufacturers 

Assisls managers of small manufacturing firms establish 
accounting procedures thal help control production and 
business costs. 

15. Handbook of Small Business Finance 

20. Ratio Analysis for Small Business 

25. Guides for Profit Planning 
Guides for computing and using the breakeven point, the 
level of gross profit. and the rate of return on investment 

29. Management Audit for Small Manufacturers 
A questionnaire for manufacturers. 

30. Insurance and Risk Management for Small Business 

31. Management Audit for Small Retailers 
149 questions to review husiness operations. 

32 Financial Recordkeeping for Small Stores 

33. Small Store Planning for Growth 
Covers merchandising. advertising and display, and 
provides checklists to increase sales. 

35. Franchise Index/Profile 
Presents an evaluation process that may be used to 
investigate franchise opportunilies 

36. Training Salesmen to Serve Industrial Markets 

37. Financial Control by Time-Absorption Analyais 


No. 

38. Management Audit for Small Service Firms 
A queshonniuuire for service firms 

39 Decision Pointa in Developing New Products 
Provides a path from idea to marketing plan for the small 
maoufaduring or R& DP fira 

41. Purchasing Management and Inventory Control for Small 
Business 

42 Managing the Small Service Firm for Growth and Profit 

43 Credit and Collections for Small Stores 

44. Financial Management: How to Make a Go of Your Business 


Slarling and Managing Series 


This series is designed Jo help the small 
enlrepreneur “lo look before leaping’ into a 
business. 
No. 

1 Starting and Managiog a Small Business of Your Own 
101. Starting and Managing a Small Service Business 
102 Starting and Managing a Small Business from Your Home 
103 Small Business Incubator Handbook: A Guide for Start-up 

and Management 


Nonseries Publicalions 


A Basic Guide to Exporting 

003-009-00349-1 (Commerce Dept } 

U.S. Government Purchasing and Sales Directory 

A chrectory for businesses interested in selling to the US. 
Coverninen) Lists the purchasiog needs of various Agencies. 
045-000-002 26-8 

Managing for Profits 

Discusses the various mangement functions 
039-DOD-N0206-4 

Buying and Selling a Small Business 

045-000-001b4-4 

Women Business Owners: Selling to the Federal Government 
045-000-00229-2 


Bustness Basics 


Each of the 23 self-siudy booklels in this series 
conlains lexl, queslions, and exercises Ihal leach a 
specific aspecl of small business managemenl. 
No. 

1001 The Profit Plao 

1002 Capitel Phinning 

1003 Understanding Mooey Sources 

1004 Exvaluwiog Monev Sources 

1005 Asset Muoazemen) 

1006 Managiog Fixed Assets 

1007 Unieistiochog Costs 

1008 Cost Control 

1009 Marketiog Strategy 


Continued oo Back Panel 
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Business Basics (continued) aderForm Checlanics 
ae Retail Buying Function Smal] Business Management Series 
1011 Inventory Manayement—Wholesale/Retail No. Stock No. Price 
1012 Retail Merchandise Management 9 045-000-00162-8 $6 00 
1013. Consumer Credit iE 045-000-00208-0 450 
1014 Credit and Collections: Policy and Procedures 20 045-000-00150-4 450 
1015 Purchasing for Manufacturing Firms Pao 045-000-00137-7 450 
1016 Inventory Management—Manulacturing/Service 29 045-000-00151-2 4.25 
1017 Inventory and Scheduling Techniques 30 045-000-00209-8 500 
1018 Risk Management and Insurance Sik 045-000-00149-1 4.50 
1019 Managing Retail Salespeople 32. 035-000-00142-3 5.50 
1020) Jnb Analvsis, Job Specifications, and job Descriptions 33. 045-000-00152-1 550 
1021 Recruiting and Selecting Employees a5. 045-000-00125-3 450 
1022. Training and Developing Employees 36. 045-000-00133-4 250 
1023 Employee Relations and Personnel Policies ‘: a7. 035-090-00134-2 5.50 
38. 045-000-00203-9 450 
39, 045-000-00146-6 4 25 
4] 045-000-00167-9 450 
42 045-000-00165-2 425 
43 045-000-00169-5 5.00 
44 045-000-00233-1 2.50 





Starting and Managing Series 


No. Stnek No Price 

1. — 045-000-00212-8 $475 
101. —__ 045-000-00207-1 4.50 
102. — 045-000-0023 2-2 i] 7 
103. —_ 045-000-00237-3 8.50 


Nonseries Publications 
Stork No Price 
003.009-00349-1 $650 
045-000-00226-8 5.50 
045-000-00206-3 5.50 
045-000-00164-4 5 00 
045-000-00229-2 2.75 

















Business Basics 





No. Stock Na Price 

1001 —_ 045-000-00192-0 $4 50 

1002. —_ 045-000-00195-8 4.50 

1003. — 045-10 00194-6475 

Prices shown were in effect in October 1985 Prices of Government 1003) —_. 045-000-0074. 15.00 
publicatinns are subject to change without notice and the prices 1005. —_ 045-000-00175-0 275 
charged on your order will be those in effect when your order is 1006 —— 045-000-00176-8 4.75 
processed. 1007. 45-000-00195-4 3 25 
1008 —W 045-000-00187-3 4.75 

A 25-percent discount is given for quantiles of 100 or more of the 1009 —_ 045-000-00188-1 4.75 
same publication to a single address For foreign mailings. please 1010. —_ 045-000-00177-6 450 
add 25 percent to prices shown above. 1011. —— 045-000-00190-3 4.50 
1012. — 045-000-00178-4 475 

The publications listed above may also be purchased from U.S. 1013) —~ 045-000-00179-2 4 50 
Department of Commerce field offices. 1f one is located in your 1014 —— 045-000-00180-6 4.75 
city, consult your telephone directory for the address. 1015. —— 045-000-00181-4 475 
; 1016. — 045-000-00t82-2 4.75 
A companion form, SBA-115A. lists Business Development 1017. —_ 045-000-00183-1 475 
Pamphlets and is available without charge from SBA, P.O. Box 1018. —— 045-000-00184-9 4.50 
15434, Fort Worth, Texas 76119. 1019 ___ 045-000-00189-0 475 
1020 —W 045-000-00185-7 450 

115B (2-87) 1021. __ 045-000-00186-5 4.50 
1022 — 045-000-00191-1 4.50 

ty U.S GOVERNMENT PRINTING OFFICE « 1967—174-921 1023 ___ 045-000-00196-2 450 
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THANK YOU 


for your interest in the Small Business Administra- 
tion. We ore pleased ta offer you our extensive 
librory of business publications. 


INFORMATION is power! It is an asset thot can 
help overcame uncertainty ond open new avenues 
far opportunity. SUCCESS in yaur business will 
depend an what you know and how well you opply 
what you hove learned. 


@ In 1986, the SBA distributed aver 6.2 million 
business publications to entrepreneurs like 
yourself. 


e All SBA business publicatians are Easy-To- 
Read ond provide Basic Informotion abaut 
Starting, running or expanding a successful 
small business. 


@ The practicol guidance found in these 
publicatians con provide you with 
knowledge obout successful small business 
management. 


Review the follawing publications ond select those 
that con best sotisfy your business needs. 





SBA. 
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Development 
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FINANCIAL MANAGEMENT AND ANALYSIS 


FM 1 ABC's OF BORROWING * 

Some small business people cannot understand 

why a lending institution refused to lend them ‘ 
money. Others have no trouble getting funds but 

are surprised to find strings attached to their loans. 
Learn the fundamentals of borrowing....$1.00. ’ 


FM 2 PROFIT COSTING AND PRICING FOR 
MANUFACTURERS 

Uncover the latest techniques for pricing your pro- 
ducts profitably....$1.00. 


FM 3 BASIC BUDGETS FOR PROFIT 
PLANNING * 

This publicati Veg eae out of putting 
together a ihe ensive budgeting system to 
monitor your profits and assess your financial 
operations.....50¢. 


FM 4 UNDERSTANDING CASH FLOW 
In order to survive, a business must have enough | 
cash to meet its obligations. This Aid shows the 
owner/manager how to plan for the movement of 

cash through the business and thus plan for future 
requirements....$1.00. ' 


FM 5 A VENTURE CAPITAL PRIMER FOR 
SMALL BUSINESS 

This best-seller highlights the venture capital 
resources available and how to develop a proposal 
for obtaining these funds.....50¢. 


FM 6 ACCOUNTING SERVICES FOR SMALL 
SERVICE FIRMS 

Sample profit/loss statements are used to illustrate 
how accounting services can help expose and cor- 
rect trouble spots in a business’ financial 
records....50¢. 


FM 7 ANALYZE YOUR RECORDS TO . 
REDUCE COSTS 

Cost reduction IS NOT simply slashing any and all 
expenses. Understand the nature of expenses and * 
how they inter-relate with sales, inventories, and 
profits. Achieve greater profits through more effi- 

cient use of the dollar.....50¢. 


* — DENOTES OUR BEST-SELLERS ! 
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FM 8 BUDGETING IN A SMALL BUSINESS 
FIRM 

Learn how to set up and keep sound financial 
records. Study how to effectively use journals, 
ledgers and charts to increase profits.....50¢. 


FM 9 SOUND CASH MANAGEMENT 

AND BORROWING 

Avoid a ‘“‘cash crisis” through proper use of cash 
budgets, cash flow projections and planned bor- 
rowing concepts.....50¢. 


FM 10 RECORDKEEPING IN A SMALL 


BUSINESS * 

Need so bey: fuses on setting up a useful 
recordkeéfing syRem? This publication describes 
how....$1.00. 

FM 11 BREAKEVEN ANALYSIS: A 


DECISION MAKING TOOL 

Learn how “breakeven analysis” enables the 
manager/owner to make better decisions concern- 
ing sales, profits and costs....$1.00. 


FM 12 A PRICING CHECKLIST FOR SMALL 
RETAILERS 

The owner/manager of a small retail business can 
use this checklist to uncover proven pricing 
strategies that can lead to profits.....50¢. 


FM 13 PRICING YOUR PRODUCTS AND 
SERVICES PROFITABLY 

Discusses how to price your products profitably, 
how to use the various techniques of pricing and 
when to use these techniques to your 
advantage....$1.00. 


GENERAL MANAGEMENT AND PLANNING 


MP 1 EFFECTIVE BUSINESS 
COMMUNICATIONS : 
Explains the importance of business communica- 
tions and how they play a valuable role in business 
success.....90€. 
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MP 2 LOCATING OR RELOCATING YOUR 
BUSINESS 

Learn how a company’s market, available labor 
force, transportation and raw materials are af- 
fected when selecting a business location....$1.00. 


MP 3 PROBLEMS IN MANAGING A 
FAMILY—OWNED BUSINESS 

Specific problems exist when attempting to make a 
family-owned businesses successful. This publica- 
tion offers suggestions on how to overcoem these 
difficulties....50. 


MP 4 BUSINESS PLAN FOR 

SMALL MANUFACTURERS 

Designed to help an owner/manager of a small 
manufacturing firm. This publication covers all the 
basic information necessary to develop an effective 
business plan....$1.00. 


MP 5 BUSINESS PLAN FOR SMALL 
CONSTRUCTION FIRMS 

This publication is designed to help an 
owner/manager of a small construction company 
pull together the resources to develop a business 
plan....$1.00. 


MP 6 PLANNING AND GOAL SETTING FOR 
SMALL BUSINESS * 
Learn how to plan for success....50¢. 


MP 7 FIXING PRODUCTION MISTAKES 
Structured as a checklist, this publication em- 
phasizes the steps that should be taken by a 
manufacturer when a production mistake has been 
found....50¢. 


MP 8 SHOULD YOU LEASE OR BUY 
EQUIPMENT? 

Describes various aspects of the lease/buy deci- 
sion. It lists advantages and disadvantages of leas- 
ing and provides a format for comparing the costs 
of the two....50¢. 


MP 9 BUSINESS PLAN FOR RETAILERS 
Learn how to develop a business plan for a retail 
business....$1.00. 
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MP 10 CHOOSING A RETAIL LOCATION 
Learn about current retail site selection techniques 
such as demographic and traffic analysis. This 
publication addresses the hard questions the 
retailer must answer before making the choice of a 
store location....$1.00. 


MP 11 BUSINESS PLAN FOR SMALL 
SERVICE FIRMS 

Outlines the key points to be included in the 
business plan of a small service firm....50¢. 


MP 12 GOING INTO BUSINESS * 

This best-seller highlights important considerations 
you should know in reaching a decision to start 
your own business It also includes a checklist for 
going into business....50¢. 


MP 13 FEASIBILITY CHECKLIST FOR 
STARTING YOUR OWN BUSINESS 

Helps you determine if your idea represents a real 
business opportunity. Assists you in screening out 
ideas that are likely to fail before you invest exten- 
sive time, money and effort in them....$1.00. 


MP 14 HOW TO GET STARTED WITH A 
SMALL BUSINESS COMPUTER 

Helps you forecast your computer needs, evaluate 
the alternative choices and select the right com- 
puter system for your business....$1.00. 


MP 15 THE BUSINESS PLAN FOR 
HOMEBASED BUSINESS * 

Provides a comprehensive approach to developing 
a business plan for a homebased business. If you 
are convinced that a profitable home business is at- 
tainable, this publication will provide a step-by-step 
guide to develop a plan for your business....$1.00. 


MP 16 HOW TO BUY OR SELL A BUSINESS 
Learn ait 0b 14)0Fs used in determining the 
best price to bfy df seh a small business....$1.00. 


MP 17 PURCHASING FOR OWNERS OF 
SMALL PLANTS 

Presents an outline of an effective purchasing pro- 
gram. Also includes a bibliography for further 
research into industrial purchasing....50¢. 
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MP 18 BUYING FOR RETAIL STORES 
Discusses the latest trends in retail buying. In- 
cludes a bibliography that references a wide varie- 
ty of private and public sources of information on 
most aspects of retai] buying....$1.00. 


MP 19 SMALL BUSINESS DECISION MAKING 
Acquaint yourself with the wealth of information 
available on management approaches and techni- 
ques to identify, analyze and solve business pro- 
blems....$1.00 


MP 20 BUSINESS CONTINUATION PLANNING 
Provides an overview of business owners’ life in- 
surance needs that are not typically considered un- 
til after the death of one of the business’ principal 
owners....$1.00. 


MP 21 DEVELOPING A STRATEGIC 
BUSINESS PLAN * 

Helps you develop a formal strategic plan of action 
for your small business....$1.00 


MP 22 INVENTORY MANAGEMENT 
Discusses the purpose of inventory management, 
types of inventories, recordkeeping and forecasting 
inventory levels....50¢. 


MP 23 TECHNIQUES FOR PROBLEM 
SOLVING 

Instructs the small business person on the key 
techniques of problem solving and problem iden- 
tification, as well as designing and implementing a 
plan to correct these problems....$1.00 


MP 24 TECHNIQUES FOR PRODUCTIVITY 
IMPROVEMENT 

Learn how to increase worker output through 
motivating ‘‘quality of work life’ concepts and 
tailoring benefits to meet the needs of the 
employees....$1.00. 


MP 25 SELECTING THE LEGAL STRUCTURE 
FOR YOUR BUSINESS 

Discusses the various legal structures that a small 
business can use in setting up its operations. It 
briefly identifies the types of legal structures and 
lists the advantages and disadvantages of 
each....50¢. 
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MP 26 EVALUATING FRANCHISE 
OPPORTUNITIES 

Although the success rate for franchise-owned 
businesses is significantly better than start-up 
businesses, success is not guaranteed. Learn how 
to evaluate franchise opportunities and select the 
business that’s right for you....50¢. 


CRIME PREVENTION 


CP 1 REDUCING SHOPLIFTING LOSSES 
Learn the latest techniques on how to spot, deter, 
apprehend and prosecute shoplifters....50¢. 


CP 2 CURTAILING CRIME—INSIDE 

AND OUT 

Positive steps can be taken to curb crime. They in- 
clude safeguards against employee dishonesty and 
ways to control shoplifting. In addition, this 
publication includes measures to outwit bad-check 
passing and v ays to prevent burglary and 
robbery....$1.00. 


MARKETING 


MT 1 CREATIVE SELLING: THE 
COMPETITIVE EDGE * 

Explains how to use creative selling techniques to 
increase profits....50¢. 


MT 2 MARKETING FOR SMALL 

BUSINESS: AN OVEBYIEW * 

Provides an ptprvtA Jf the “Marketing” concept 
and contains“in extensive bibliography of sources 
covering the subject of marketing....$1.00. 


MT 3 IS THE INDEPENDENT SALES AGENT 
FOR YOU? 

Provides guidelines that help the owner/manager 
of a small company determine whether or not a 
sales agent is needed and pointers on how to 
choose one....50¢. 
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MT 4 MARKETING CHECKLIST FOR SMALL 
RETAILERS 

This checklist is for the owner/manager of a small 
retail business. The questions outlined cover 
customer analysis, buying, pricing and promotion 
and other factors in the retail marketing 
process....$1.00. 


MT 5 ADVERTISING GUIDELINES FOR 
SMALL RETAIL FIRMS 

These guidelines include how to plan the advertis- 
ing budget, select the appropriate media, use 
cooperative advertising and prepare adver- 
tisements....50€. 


MT 6 ADVERTISING MEDIA DECISIONS * 
Discover how to eflectively target your product or 
service to the proper market. This publication also 
discusses the different advertising media and how 
to select and use the best media vehicle for your 
business....$1.00. 


MT 7 PLAN YOUR ADVERTISING BUDGET 
Describes some simple methods for establishing an 
advertising budget and suggests ways of changing 
budget amounts to get the effect you want....50¢. 


MT 8 RESEARCH YOUR MARKET * 

Learn what market research is and how you can 
benefit from it. Introduces inexpensive techniques 
that small business owners can apply to gather 
facts about their existing customer base and how 
to expand it....$1.00. 


MT 9 SELLING BY MAIL ORDER 

Provides basic information on how to run a suc- 
cessful mail order business. Includes information 
on product selection, pricing, testing and writing 
effective advertisements....$1.00. 


MT 10 MARKET OVERSEAS WITH U.S. 
GOVERNMENT HELP 

Entering the overseas marketplace offers exciting 
opportunities to increase company sales and pro- 
fits. Learn about the programs available to help 
small businesses break into the world of 
exporting....$1.00. 


* — DENOTES OUR BEST-SELLERS! 


PERSONNEL MANAGEMENT 


PM 1 CHECKLIST FOR DEVELOPING A 
TRAINING PROGRAM 

Describes a step-by-step process of setting up an ef- 
fective employee training program....50¢. 


PM 2 EMPLOYEES: HOW TO FIND AND 
PAY THEM 

A business is only as good as the people in it. 
Learn how to find and hire the right 
employees....$1.00. 


PM 3 STAFFING YOUR STORE 

Discusses the procgegS Of staffing a small retail 
business, se ee policies, determining 
what skill level and abilities are needed, finding ap- 
plicants and interviewing techniques....50¢. 


PM 4 MANAGING EMPLOYEE BENEFITS 
Describes employee benefits as one part of the total 
compensation package and discusses proper 
management of benefits....$1.00. 


NEW PRODUCTS/IDEAS/INVENTIONS 


PI 1 CAN YOU MAKE MONEY WITH YOUR 
IDEA OR INVENTION? 

This publication is a step-by-step guide which 
shows how you can make money by turning your 
creative ideas into marketable products. It is a 
resource for entrepreneurs attempting to establish 
themselves in the marketplace....50¢. 


PI] 2 INTRODUCTION TO PATENTS 

Offers some basic facts about patents to help 
clarify your rights. It discusses the relationships 
among a business, an inventor and the Patent and 
Trademark Office to ensure protection of your pro- 
duct and to avoid or win infringement suits....50¢. 
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HOW 10 ORDEK 


Check the tiles sou sant. 


Mahe vour cnech of mones oroer pavabie 
10. U.S Smal! Business Aoministration 
(NOTE No casn. crea caros or purchase 
orders) 


Mail! the oroer form with sour payment tc 
U.S Smal! Business Aaministranor. 

P.O. Box 1$4% 

Fon Worth Tecxax 76119 


ORDER FORM FOR PUBLICATIONS 


Prices will be honored through June 30, 1988. 


(TEM ¢@ 


QT PRICE 
MA 1.00! ss $1.00 
MA 1.002 oe 1.00 
MA 1.004 a -50 
MA 1.006 ae 1.00 
MA 1.009 —= 50 
MA 1.010 aaa 50 
MA 1.011 —-, 50 
MA 1.015 = -50 
MA 1.016 a 50 
MA 1.017 —— 1.00 
MA 1.019 a 1.00 
MA 2.001 eee .50 
MA 2.02 oa 1.00 
MA 2.004 — 0 
MA 2.007 ees 1.00 
MA 2.008 == 4.00 
MA 2.010 —— 50 
MA 2.011 —— 30 
MA 2.013 ——— 0 
MA 2.014 os 0 
MA 2.020 —— 1.00 
MA 2.021 = 1.00 
MA 2.022 = .50 
MA 2.025 —— 30 
MA 2.026 aces 1.00 
MA 2.027 — 4.00 
MA 2.028 paainciags 1.00 
MA 2.029 ——- 1.00 
MA 2.030 ——= .50 
MA 2.031 ss 5.00 
MA 2.032 — 1.00 
MA 2.033 = 1.00 
MA 2.035 aaa 1.00 
MA 3.005 ae At) 
MA 3.006 a 50 
MA 3.010 —— 1.00 
MA 4.002 pos 50 
MA 4.005 —— 30 
MA 4.012 — 1.50 
MA 4013 —— .50 
MA 4.014 — 1.00 
MA 4.015 —— 50 
MA 4.016 ca 1.00 
MA 4.018 pos .50 
MA 4019 ——s 1.00 
MA 4.023 = 1 00 
MA 5.001 —4 a0) 
MA $.002 — i 00 
MA 5.005 —— 4.00 
MA $.007 = <0 
MA 3.008 = 1.00 
MA 5.009 —— 1.00 
MA 6.004 — 50 
MA 6.008 ——7 .50 
MA 7.003 —— 1.00 
MA 7.007 seas 20 
SBIR-T1 oe 1.00 


Total Amoun: Due SBA 


TOTAL 
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FINANCIAL MANAGEMENT ANO ANALYSIS 


MA 1,001-ABC'S OF BORROWING-$)].00° 


MA 1.002-PROFIT COSTING ANO PRICING FOR MANUF ACTURERS-$1.00 
MA },00u-3ASIC BUDGETS FOR PROFI: FLANNING-$.50° 

MOQ }.006-UNOERSTANOING CASH *LOW-$3.05 

MA }.009-A VENTURE CAPITA_ PRIMER FOP Sm&.L BUSINTSS-$. 53 
MA 1.010-ACCOUNTING SERVIZES FOR SMALL SZRVICE FIRMS-$.50 
M& J.OLI-ANALYZE YOUR RECORGS °S REQUCE COSTS-$.56 

MA 1.015-BUOGETING IN A SMALL BUSINESS FiRM-$.50 

MA } 


2.016-SOUND CAS+4 MANAGEMENT AND BORROWING-$.5° 

MA 1.0:7-RECOROKEEPING IM SMALL EUSINESS-$1.00° 

MA 1.-19-BREAKEVEN ANALYSIS: A OECISION MAKING TOOL-$1.00 
MA &.013-A PRICING CHECKLIST FOR SMALL RETAILERS-$.50 

MA &.014-PRICING YOUR PROOUCTS ANO SERVICES PROF ITABLY-$1.00 


GENERAL MANAGEMENT ANO PLANNING 


MA 2.Q001-EFFECTIVE BUSINESS COMMUNICATIONS-$.50 

MA 2,.004-PROBLEMS 1N MANAGING A FAMILY-OWNEO BUSINESS-$.50 

MA 2.007-BUSINESS PLAN FOR SMALL MANUF ACTURERS-$1.00 

MA 2,.008-BUSINESS PLAN FOR SMALL CONSTRUCTION F1RMS-$1.00 

MA 2.010-PLANNING ANO GOAL SETTING FOR SMALL BUSINESS-$.50 

MA 2.OLI1-FIXING PROOUCTION MISTAKES-$.50 

MA 2.014-SHOULO YOU LEASE OR BUY EQUIPMENT-$.50 

MA 2.020-BUSINESS PLAN FOR RETAILERS-$1.00 

MA 2.021-CHOOSING A RETAIL LOCATION-$1.00 

MA 2.022-BUSINESS PLAN.FOR SMALL SERVICE FIRMS-$.50 

MA 2.025-GOING INTO BUSINESS-$.50° 

MA 2.026-FEASIBILITY CHECKLIST FOR STARTING YOUR OWN 
BUSINESS-$1.00 

MA 2.027-HOW TO GET STARTEO WITH A SMALL BUSINESS COMPUTER-$].00 

MA 2.028-BUSINESS PLAN FOR HOME BASEO BUSINESS-$1.00° 

MA 2.029-HOW TO BUY OR SELL A BUSINESS-$1.00 

MA 2.030-PURCHASING FOR OWNERS OR SMALL PLANTS-$.50 

MA 6.004-SELECTING THE LEGAL STRUCTURE FOR YOUR BUSINESS-$. 50 

MA 7.007-EVALUATING FRANCHISE OPPORTUNITIES-$.50 

MA 2.031 BUYING FOR RETAIL STORES-$1.00 

MA 2.032 SMALL BUSINESS OECISION MAKING-$1.00 

MA 2.033 BUSINESS CONTINUATION PLANNING-$1.00 

MA 2.035 OEVELOPING A STRATEGIC BUSINESS PLAN-$1.00 

MA 3.005 INVENTORY MANAGEMENT-$.50 

MA 3.010 TECHNIQUES FOR PROBLEM SOLVING-$1.00 

MA 5.009 TECHNIQUES FOR PROOUCTIVITY LMPROVEMENT-$].00 


CRIME PREVENTION 
MA 3.006 REOUCING SHOPLIFTING LOSSES -$1.00 
MA 5.005 CURTAILING CRIME-1NSIOE ANO OUT-$1.00 


MARKETING 


MA 4.002 CREATIVE SELLING: THE COMPETITIVE EOGE-$.50 

MA 4,004 MARKETING FOR SMALL BUSINESS; AN OVERVIEW-$1.00° 
MA &.005 1S THE INOEPENOENT SALES AGENT FOR YOU(?)-$.50 

MA &.012 MARKETING CHECKLIST FOR SMALL RETAILERS $1.00 

MA &.015 AOVERTISING GUIOELINES FOR SMALL RETAIL FIRMS-$.50 
MA &.016 ADVERTISING MEOIA OECISIONS-$1.00 

MA 4.018 PLAN YOUR AOVERTISING BUOGET-$.50 

MA 4,019 RESEARCH YOUR MARKET-$1.00° 

MA 4.023 SELLING BY MAIL OROER-$1.00 

MA 7.003 MARKET OVERSEAS WITH U.S. GOVERNMENT $1.00 


PERSONNEL MANAGEMENT 


MA 5.001 CHECKLIST FOR OEVELOPING A TRAINING PROGRAM-$. 50 
MA 5.002 EMPLOYEE: HOw °3 FIND ANDO PAY THEM-$1.90 
MA 5.007 STAFFING YOUR STORE-$.56 


MA 5.008 MANAGING EMPLOYEE BENEF11S-$1.00 


NEW PROOUCTS/IOEAS/INVENTIONS 


MA 2.013 CAN YOU MAKE MONEY aITA YIUR IDEA OR INVENTION?7-$.50 
MA 6.005 INTROOUCTION 19 PATENTS-$.50 


SB1R-TI PROPOSAL PREPARATION FOR SMALL BUSINESS INNOVATION 
RESEARCH-$1.00 


“Building Excettlence in Enterpnse™ 
AN ASTER1ST DENOTES OUR BEST SELLERS! 
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How to operate a 
business legally in Georgia 


Imost everyone who starts a new 

business is aware that a business 

license is necessary to operate in 

Georgia. but what other legal 
requirements does the state and federal gov- 
ernment have? What does the owner need to 
know about withholding tax, building occu- 
pancy permits and sales and use tax? 

Finding out this information can be diffi- 
cult, since it means talking to several differ- 
ent agencies at the federal, state and local 
levels. This information is not all-inclusive 
and should not be considered a substitute 
for legal assistance from a qualified attor- 
ney. Also, since the requirements are subject 
to change, prospective businesspeople 
should contact the individual departments 
for the latest information. 

Probably the best place to start in assimi- 
lating all this information is with the busi- 
ness license. Everyone is generally aware of 
the need for onc, but not everyone knows 
where to get it. It located within an incorpo- 
rated city limit, a license must be obtained 
from the city; if outside the city limits, then 
fromthe county 

Business Licenses: 

City of Atlanta — 658-6323 

City of Decatur — 377-9911 

City of Jonesboro — 478-7407 

City of Lawrenceville — 963-2414 

City of Marietta — 429-4281 

Clayton County — 477-3565 

Cobb County — 426-3611 

DeKalb County — 371-2461 

Fulton County — 572-3226 

Gwinnett County — 995-6480 

Also, those who are planning to occupy a 
new building or use an existing one for a 
new business, may have to apply for a Cer- 
tificate of Occupancy from the appropriate 
city or county zoning department. 

Planning and Zoning Departments: 

City of Atlanta — 658-6336 

Clayton County — 477-3678 

Cobb County — 429-7000 

DeKalb County — 371-2155 

Fulton County — 586-4930 

Gwinnett County — 995-2600 

Businesses involved in food processing or 


grocery sales need a food sales establishment 
license from the Georgia Department of 
Agriculture before starting. An inspection is 
also required and may be requested by 
phone. An application for business will be 
accepted if the inspection shows that the 
establishment meets the department's 
requirements. Help can be obtained from 
the Department of Agriculture in preparing 
for the inspection. It is advised that business 
owners contact the department before 
investing in any renovation, equipment or 
plans. For information, contact: Georgia 
Department of Agriculture, Consumer Pro- 
tection Division, Field Forces Office. Agri- 
culture Building, Room 648, Atlanta, Ga. 
30334; 656-3627. 

Firms engaged in cooking or preparation 
of food to be served, including restaurants, 
hotels and nursing homes, are licensed by 
the county environmental health depart- 
ments. 

Environmental Health Depart ments: 

Clayton County — 477-8445 

Cobb County — 423-4803 

DeKalb County — 292-1979 

Fulton County — 572-2255 

Gwinnett County — 963-5132 

Categories of business that concern the 
public interest also are subject to special 
permits, licensing and inspection. This 
includes schools, nursenes, motor trans- 
port, public entertainment, employment 
agencies, securities dealers and financial 
institutions. Contact the State of Georgia 
Information Line at 656-2000 for the number 
of the correct agency. 

Businesses which sell alcoholic beverages 
must have a state alcoholic beverage license 
and a local license which is obtained from 
either the city or county in which the store is 
located. The application forms for the licen- 
ses must be completed before the business is 
opened. Local authorities and the Depart- 
ment of Revenue can be of assistance in pre- 
paring the application. For information and 
application forms from the state contact: 
Department of Revenue, Alcohol and 
Tobacco Unit, 801 Trinity-Washington 
Building, Atlanta, Ga. 30334; 656-4260. 


U.S. Smatt Bueinese Adminisiration 


Taxes cannot be ignored, of course. Busi- 
ness owners are required by law to withhold 
the following from the wages paid to 
employees: federal income taxes. state 
income taxes and FICA (Social Security) 
insurance. 

Income taxes will also be levied by the 
federal and state governments on earnings 
of any business. Therefore, each business 
must file an income tax return with both 
agencies. Businesses may be required to file 
estimated tax returns and pay estimated 
taxes ona quarterly basis. 

For federal tax information, contact: U.S. 
Internal Revenue Service, 275 Peachtree 
Street N.E., Atlanta, Ga. 30303; 522-0050. 
State tax information can be obtained from: 
Georgia Department of Revenue, Georgia 
Income Tax Division, P.O. Box 38067, 
Atlanta, Ga. 30334; 656-4180. 


If you plan to a a business in 
Georgia, the door is wide open. But 
first, think about complying with the 

numerous regulations. You must 

conform to the rules, or your 
business will have its door slammed 
ina hurry. 


aD 

The IRS has a number of publications that 
are available upon request to small busi- 
nesses. One of the most helpful is Your Busi- 
ness Tax Kit, which includes data and forms 
for a Federal Employer Identification Num- 
ber and a tax guide for small businesses. 
That can be ordered by calling Forms and 
Publications at 1-800-424-3676 or through a 
visit to the ].R.S. office. 

In Georgia there is a 3 percent sales and 
use tax which applies to the retail purchase. 
retail sale, rental, storage, use or consump- 
tion of tangible personal property and cer- 
tain services. In other words, sales tax must 
be collected on just about every tangible 
iter sold, except for the exempt categories 
of prescription drugs, eyeglasses and contact 
lenses. 





THE MAGAZINE JANUARY 25. 1988 


Re GE TEE O iS Came Che 


A sales tax number is required for each 
business before opening. The number plus 
instructions for collecting. reporting and 
remitting the money to the state on a 
monthly basis can be obtained from: Geor- 
gia Department of Revenue, Sales and Use 
Tax Division, Registration Section, 310 
Tnnity-Washington Building. Alanta. Ga. 
30334; 656-4060. 

In addition, some of the metro Atlanta 
counties have exercised local option tssues 
to increase their sales and use tax to pay for 
certain civic projects. In Cobb, Gwinnett 
and DeKalb Counties the sales tax is 4 per- 
cent, while in Fulton it’s 5. 

Businesses are required by the state to pay 
unemployment insurance tax if the company 
has one or more employees for 20 weeks in a 
calendar year or it has paid gross wages of 
over $1,500 in a calendar quarter. The taxes 
are payable at a rate of 2.7 percent on the 
first $7,500 in annual wages of an employee. 
Unemployment insurance must be reported 
and returns made to the state. For informa- 
tion, contact: Georgia Department of 
Labor, Adjudication Section, Sussex Place, 
148 International Blvd., Room 727, Atlanta. 
Ga. 30303; 656-5590. 

If a business employs three or more, work- 
ers’ compensation insurance must be carried 
to provide protection to those injured in on- 
the-job accidents. The State Board of Work- 
ers Compensation aids people who need 
claims assistance. For informabon on how to 
obtain the insurance, contact: State Board of 
Workers’ Compensation, Suite 1000. South 
Tower, 1 CNN Center, Atlanta, Ga. 30303- 
2705; 656-3875. 

Every owner needs to be aware of the fed- 
eral and state laws concerning minimum 
wages. Even if a business 1s not covered by 
federal minimum wage laws, it is still subject 
to the Georgta requirements. Federal infor- 
mation can be obtained from: U.S. Depart- 
ment of Labor, Employment Standards 
Administration, Wage and Hour Division, 
Room 105, 1371 Peachtree St. N.E., 
Atlanta, Ga. 30367; 347-2818. Georgia 
information comes from. Georgia Depart- 
ment of Labor, Inspection Division, 
1.B.E.W. Building, Room 525, $01 Pulliam 
St. S.W., Atlanta, Ga. 30312; 656-3018. 

Incorporating a business allows a firm to 
take advantage of the limited labilty of a 
corporation. A corporation is usually a tax- 
payer separate from its owners, unless the 
company decides it wants to be an “S” cor- 
poratton for special tax consideration, Con- 
tact an attorney or accountant for informa- 
tion on just what each designation can mean 
to the firm. 

Legal assistance will be needed to incorpo- 


rate. Bastcally, this involves checking with 
the Secretary of State to see if the name cho- 
sen for the business ts avatlable. Typed Arti- 
cles of Incorporation must then be submit- 
ted, along with a fee. Addittonally, a notice 
of incorporation must be published in the 
official legal newspaper for the county. 
There is also a fee for this printing. Each 
bustness must submit a consent trom a per- 
son who will act as registered agent for serv- 
ice of process on the corporation. Thts con- 
sent must be filed along with the Articles of 
Incorporation. The Articles must name at 
least three directors, unless the corporatton 
will have two or fewer shareholders. For 
more information, contact: Secretary of 
State. Corporations Division, 306 West 
Tower, Floyd Building, Two Martin Luther 
King Jr. Drive S.E., Atlanta, Ga. 30334: 
656-2185. 

Trademarks and service marks may be 
registered under federal laws or state laws. 
In Georgia, an application form should be 
filed, along with a $15 fee and coptes of the 
trademark or service mark. Registration is 
then good for 10 years. In Georgia, contact: 
Special Services Dtvision, Secretary of 
State, Corporations Division, 306 West 
Tower, Floyd Building, Two Martin Luther 
King Jr. Drive S.E.. Atlanta, Ga. 30334: 
656-2861. For federal information, contact: 
U.S. Department of Commerce, Trademark 
Office. 2021 Jefferson Davis Highway, 
Arlington, Va. 22202; (703) 557-3881. 

Businesses that use any name other than 
the owner's, must register thts ficttttous 
name with the county as required by the 
Trade Name Registration Act. This registra- 
tion requirement does not apply to corpora- 
tions doing business under their corporate 
names or to those practicing any profession 
under a partnership name. For information, 
contact the Clerk of the Supenor Court for 
the county in which the business 1s located. 

Clerk of the Superior Court: 

Clayton County — 477-3389 

Cobb County — 429-3110 

DeKalb County — 371-2836 

Fulton County — $72-2411 

Gwinnett County — 962-1595 

And last but not least, if an established 
business 1s to be bought, the purchaser must 
comply with the Bulk Sales Law. This law 
requires that at least five days before the 
actual purchase, each creditor must be per- 
sonally notified of the proposed sale. In 
counties of more than 200,000 populatton, 
this intent must be published at least one 
time tn the county legal newspaper not less 
than seven days pnor to completion of the 
purchase. An attorney should be consulted 
about this procedure 


Small Business 
Directory 


Starttng a business is a tremendous 
responsibility, but the load be lightened 
by taking advantaze of the many 
resources available to small-business 
people in the meiro Atlanta area. These 
resources are too numerous to describe 
in detail, but in addition 10 the SBA. it 
includes the Small Business Develop- 
ment Centers, and the Service Corps of 
Retired Executives. 

Listed here 1s atelephone directory for 
more information for the small-business 
person. 


Government Agencies 

Department of Commerce — 347-4873 

U. S.. Government Booksiore ~ 331-6947 

Federal Information Center — 331-6891 

Georgia Department of Industry & Trade — 
686-3545 

Small Business Administralion — 347-2441 

Chambers of Commerce 

Allania — $86-8400 

Clayton — 478-6549 

Cobb — 980-2000 

DeKalb — 376-8000 

Gwinnell — 963-5128 


Management/Technical Assistance 

Allania Economic Development 
Corporation (AEDC) — 658-7000 

Business Council of Georgia — 223-2264 

Georgia Tech's Economic Development 
Laboratory — 894-3841 

National Federation of Independent 
Business (NFIB) — 876-8516 

Atlanta Regional Commission — 656-7715 
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Minority Business Development 

Allanta Business League — 584-8120 

Allanta Minonty Business Developmen 
Cenier — $86-0973 

National Alliance of Business (NAB) — 
§22-9350 

Office of Minonty Business Development 
Agency — 447-4091 

Siariups and Expansions 

GA Departmen! of Communuily Affairs 
(DCA) — 656-3836 

GA Techs Advanced Technology 
Development Center (ATDC) — 894-3575 

GA Vietnam Veterans Leadership Program 
(GVVLP) — 565-8444 

Greater Allanta Small Business Proyect 
(GRASP) — $72-2897 

Service Corporation of Retired Execuives 
(SCORE) — 347-2441 

GA Tech's Procurement Counseling Center — 
894-6121 


Small Business Development Centers 
Georgia State University — 651-3550 
Kennesaw College — 423-6450 

Clayion State College — 961-3440 C.winnett 
Technical School — 963-4902 


Miscellaneous 

Better Business Bureau — 688-4910 
Credil Bureau of Atlanta — 329-1700 

Dun & Bradsireet — 436-7222 

NCR Corporation — 321-8800 
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SBA. Business Plan 
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Construction Firms 








Summary 


A business plan can provide the owner-manager or 
prospective owner-manager of a small construction 
firm with a pathway to profit. This Aid is designed to 
help an owner-manager in drawing up a business 
plan. 


In building a pathway to profit you need to consider 
the following questions: What business am I in? What 
do I sell? Where is my market? Who will buy? Who is 
my competition? What is my sales strategy? How 
much money is needed to operate my firm? How will I 
get the work done? What management controls are 
needed? How can they be carried out? When should | 
revise my plan? Where can I go for help? 


No one can answer such questions for you. As the 
owner-manager you have to answer them and draw up 
your business plan. The pages of this Aid are a com- 
bination of text and workspaces so you can write in 
the information you gather in developing your 
business plan—a logical progression from a com- 
monsense starting point to a commonsense ending 
point. 


A Note On Using This Aid 


It takes time and energy and patience to draw up a 
satisfactory business plan. Use this Aid to get your 
ideas and the supporting facts down on paper. And, 
above all, make changes in your plan on these pages as 
that plan unfolds and you see the need for changes. 


Bear in mind that anything you leave out of the picture 
will create an additional cost, or drain on your money, 
when it unexpectedly crops up later on. If you leave out 
or ignore too many items, your business is headed for 
disaster. 


Keep in mind. too, that your final goal is to put your 
plan into action. More will be said about this step near 
the end of this Aid. 


What’s In This For Me? 


The hammer, trowel, pliers, and wrench are well known 
tools of the construction industry. They have their 
various uses and are needed to get the work done. 
Management is another tool that the owner-manager of 
a construction firm must use. Each job must be planned 
and organized if the firm is to run smoothly and effi- 
ciently. The business plan will help you increase your 
skill as a manager. 
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Because of the diversification in the construction in- 
dustry, you may be engaged in residential, commercial. 
or industrial construction. You may be either a general 
or specialty contractor. But, the same basic managerial 
skills are needed. This plan will serve as a guide to the 
various areas that you as a manager will be concerned 
with. As you work through this plan, adapt it to your 
own particular needs. 


When complete, your business plan will help guide your 
daily business activities. When you know where 

you want to go, it is easier to plan what you must 

do to get there. Also, the business plan can serve as a 
communications device which will orient key 
employees, suppliers, bankers, and whoever else needs 
to know about your goals and your operations. 


Whether you are just thinking about starting your own 
firm or have already started, the business plan can help 
you. As your skill as a manager increases so will the 
number of jobs you can effectively control. The careful 
completion of this plan may point out your limitations. 
This is important. To be a successful contractor you 
must not only know your business thoroughly, but must 
also know your limitations and seek professional advice 
in these areas. 


Why Am I In Business? 


Most contractors are in business to make money and be 
their own boss. Very important reasons. But, don’t 
forget, no one is likely to stay in business unless you 
also satisfy a consumer need at a competitive price. 
Profit is the reward for satisfying consumer needs in a 
competitive economy. 


In the first years of business, your profits may seem like 
a small return for the long hours. hard work, and 
responsibility of being the boss. But there are other 
rewards associated with having your own business. For 
example, you may find satisfaction in helping to put 
groceries on your employees’ tables. Or, maybe your 
satisfaction will come from building a business you can 
pass on to your children. 


Why are you in business? 


What Business Am I In? 


At first glance this may seem like a rather silly question. 
You may say, “If there is one thing I'm sure of, it’s what 
business I’m in.”’ But wait. Let’s look further into the 
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question. Suppose you say, “! build houses.”” Are you a 
speculative or custom builder? Are you a remodeler? 
Are you a subcontractor? Can you schedule a complete 
job and make money? By planning according to this 
decision, you should realize the value of this type of 
thinking in dollars. 


Consider this example. Bob Rogers® started a small] con- 
struction business shortly after World War I]. Because 
of Mr. Rogers’ skill and talent for design, he directed all 
his activity toward building taverns. There was enough 
call for this type of building to keep him and his crew 
busy until the early 60's. Then sales began to fall off. 


By moving his shop to smaller quarter with less 
overhead and by laying off half his crew, he was able to 
maintain his business to his satisfaction the rest of his 
life. After his death, his son examined the situation and 
decided that he wasn’t really in the business of building 
commercial bars. He was in the business of custom 
finishing. 


Today his business is prospering. He is building 
cabinets and small bars for private homes. His company 
also does other finishing work which requires the craft- 
smanship his crew is capable of. 

In the space below, state what business you’re really in. 


What are your reasons for this opinion? 


Marketing 


When you have decided what sort of construction 
business you're really in, you have made your first 
marketing decision. Now, in order to sell your service 
or product, you must face other marketing decisions. 


Your marketing objective is to find enough jobs at the 
right times to provide a profitable continuity for your 
business. Your job starts must be coordinated to 
eliminate the down time between jobs. In other words, 
you want to get enough jobs, starting at the right times, 
to keep from being broke between jobs. 


Unless an individual can come up with enough ideas to 


keep a crew working 12 months a year, maybe he or she 
is not ready for a construction business. 


*All names in Aids are fictitious. 


Where Is Your Market? 

Describe your market area in terms of customer profile 
(age, school needs, income, and so on) and geography. 
For example, if you are a custom builder, you may 
decide to build homes in the $80,000 to $130,000 price 
range. This would mean that your customers will have 
to have incomes in the middle to upper-middle class 
ranges. You may also decide that you can profitable 
build these homes on the owner’s lot if it is located 
within a radius of 30 miles from your office. (The 
significance of a customer profile is that it will help you 
narrow your advertising to those media that will reach 
the potential customer you have profiled.) In the space 
below describe your market in terms of customer profile 
and geography. 


My Product Types of Customers Location of Customers 














Now that you have described what you want in terms of 
customer and location, what is it about your operation 
that will make these people want to buy your service? 
For instance, quality work, competitive prices, 
guaranteed completion dates, effective advertising, uni- 
que design, and so on. 


Write your answer here. 


Advertising 

You have determined what it is you're marketing, who 
is going to buy it, and why they’re going to buy it. Now 
you have to decide on the best way to tell your prospec- 
tive customers about your product. 


What should your advertising tell prospective 
customers? 








What form should your advertising take? Ask the local 
media (newspapers, radio and television stations, and 
printers of direct mail pieces) for information about 
their services and the results they offer for your money. 


How you spend advertising money is your decision, but 
don't fall into the trap that snares many advertisers. 

As one consultant describes this pitfall: It is amazing 
the way many business managers consider themselves 
experts on advertising copy and media selection without 
any experience in these areas. 
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The following workblock should be useful in determin- 
ing what advertising is needed to sell your construction 
service. 








Form of Size of Frequency Cost of Estimaled 
Advertising Audience of Use A single ad Cost 

x § = $ 

x §$ - $ 

x $ - $ 

x $ - $ 

Total $ 

Competition 


The competition in the construction industry often 
results in low profit margins. However, if you are just 
starting or are a relatively small firm, this does not put 
you at a disadvantage. The smaller firm can often com- 
pete with the bigger outfit because of lower overhead 
expense. For example, your office may be in your home, 
saving that expense. You can often work right out of 
your truck, saving the expense of a field office. 


Competition is largely price competition, although a 
good reputation for quality and efficiency is beneficial. 
But, the result of any competition is a high failure rate 
for poor planners and poor performers. This points out 
the need for careful planning, particulary in the areas of 
estimating and bidding. 


In order to see what you are up against competition- 
wise, answer the following questions so you can plan 


accordingly. 


Who will be your major competitors? 





How will you compete against them? 





Sales Strategy 

The market for the construction industry is unique in 
many ways. As a contractor you will find your market 
to be dependent on such variables as the state of the 
economy, local employment stability, the seasonality of 
the work, labor relations, good subcontractors and in- 
terest rates. Also, as a contractor, you will find that you 
are unavoidably dependent on others, such as customers 
or financing institutions for payment, and other contrac- 
tors for performance of their work. You will also want 
to take your cash flow into consideration when you 
estimate and bid on a job. The money must come in 
time to meet your own obligations. 
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Estimating 


Whether an owner-manager in the construction business 
succeeds—makes a profit or not—depends to a great ex- 
tent on bidding practices. Therefore, you must make 
careful and complete estimates. 


Many of the more successful contractors attribute their 
success to their estimating procedures. They build the 
job on paper before they submit a bid. In doing this, 
they break the job down into work units and pieces of 
material. Then, they assign a cost to each item. The 
total of these costs will be the direct construction cost. 
You must also figure on the indirect costs of a job. For 
instance, you will have overhead expenses such as the 
cost of maintaining your office, trucks. license fees, and 
so on. The estimate should also consider any interest 
charges you will pay on money you borrow to get the 
job under way. You have insurance fees to pay, surety 
bond premiums, travel expenses, advertising costs, of- 
fice salaries, lawyer's fees, and so on. These must also 
be paid out of your gross income. 


Trade associations, as one of their services, often pro- 
vide their members with a package of business forms. 
The cost estimate form would be included in this 
package. The obvious advantage in using these forms is 
that they are specifically designed for the particular 
trade. 


Regardless of what estimate form you use, it should in- 
clude such headings as “activity,” ''material,’’ “labor,” 
“subcontracts,” and ‘‘estimated cost.’ And it should 
have areas for direct construction costs, indirect con- 
struction costs, overhead, and profit. 


In addition. a column for the actual cost compared to 
the estimated cost of a specific work item will make 
this form an invaluahle record. Here you would have a 
handy reference to evaluate the profitability of a joh 
afler it is complete. It would show you where your 
estimate was high or low, and enable you to adjust 
future bids on similar projects. This added column will 
also be necessary when it comes time for your 
financial accounting. 


Bidding 


Your decision to bid or not to bid on a particular job 
should be determined by several factors. First, do you 
have the capacity to complete the job on schedule and 
according to specifications. Beware of overextending 
yourself out of business. You have to operate within 
your known capabilities. On any job, you must follow 
all the details of the work yourself, or find competent 
supervision. 
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Bonding 


The practice of bonding has been a traditional way of 
life for anyone engaged in contract construction. Bond- 
ing companies provide bonds for a certain percentage 
of the contract price. There are three main types of 
bonds: 


(1) Bid bonds assure that the bidder is prepared to per- 
form the work according to the terms of the contract if 
successful in the bid. 


(2) Performance bonds assure completion of the job ac- 
cording to plans and specifications. \ 


(3) Payment bonds assure anyone dealing with the bond- 
ed contractor that they will be paid. 


The effect that bonding companies have had on contrac- 
tors is evident in the area of competition. The customer, 
by requiring that the contractor is bonded, is more or 
less assured of adequate completion of the job. 
Therefore, contractors are compared on a basis of price. 
Also, banks are often more lenient to bonded contrac- 
tors. 


Bonding companies usually require the contractor to 
have proven experience and the organizational financial 
capacity to complete the project. This can be a real 
stumbing block to the new construction firm. 


With the widespread use of bonding requirements, the 
competition that is generated often leads the inex- 
perienced contractor to submit bids that are 
unrealistically low. One or two such mistakes often can 
spell bankruptcy. 


Will you need bonding often, occasional- 


ly, seldom? 











Where will you get your bond? 


What will the terms be? 


The Small Business Administration has a surety bond 
program designed to help small and emerging contrac- 
tors who might have previously been unable to get bond- 
ing. SBA is authorized to guarantee up to 90 percent of 
losses incurred under bid, payment, or performance 
bonds on contracts up to $500,000. Application for this 
assistance is available from any SBA field office. 


Planning the Work 


When your marketing efforts result in jobs to be done, 
the problem becomes one of production. How will you 
plan the work so that the job gets done on time? 


No matter how you plan the work. your plan should 
assist you in two specific ways: (1) it should help vou 
maintain your production schedule. and (2) it should 
allow you to adjust production to meet changed 
conditions. such as bad weather. 


In planning the work, keep in mind two things: (1) the 
timing of starts, and (2) the timing of the various steps 
‘n the construction of your company. If you have suffi- 
cient help and sufficient supervisory personnel, it will be 
possible for you to engage in as many projects as you 
can control. The size and nature of the job must be con- 
sidered here also. 


The timing of the steps of constructions (the work 
scheduling) will show the various operations in se- 
quence and assign a working day designation to each 
with a space for the calendar day designation. Several 
operations may be in progress simultaneously. Such a 
work schedule will show at a glance whether the work 
is progressing at the right time. Many companies offer 
commercial scheduling boards designed for this pur- 
pose. 


Below is a partial work schedule to demonstrate how 
yours may be set up. Note that there is a column that 
can be filled in with either a solid mark or an ‘'X”’ to in- 
dicate either partial or completed work. When you look 
at a particular calendar day, an ‘‘X" next to it would in- 
dicate that you’re on schedule. An open square indicates 
a delay. Here, then, is a convenient way to see trouble 
spots that are causing delays and it gives you an oppor- 
tunity to take corrective action. 


Working Day 

Activity Start Fintsh Calendar Day Complete 
1. Layout 1 1 15 & 

2 Foundation Forms 1 2 16 & 

3. Foundation Pour 3 3 19 i) 


{indicates % complete) 


You should save your work schedules. They will form 
the basis for future estimates. For example, if you are 
estimating a particular job, you have information on the 
steps of production, an indication of what materials 
you'll need and when you'll need them, an indication of 
how long the job will take, and any peculiarities that 
may affect the completion of the job. When you con- 
sider all these things, you’ll be more likely to submit an 
accurate bid. 





By carefully keeping such records, you will also have an 
indication of how many workers you will need. Perhaps, 
if the work falls behind schedule, you may need to bring 
more workers to the job to assure scheduled completion 
and avoid a possibly larger financial loss from 
penalization, if that is called for in your contract. Also, 
such records will give you an indication of the organiza- 
tional structure you may need for your firm. 


Getting the Work Done 


If your firm is going to run efficiently, you will need 
organization. Organization is essential because as your 


company grows you will not be able to do all the work. 


You have to delegate work, responsibility, and authority. 


The organization chart is a useful device in getting this 
done. It shows quite clearly who is responsible for the 
major activities of your business. 


At first, many construction companies are one man 
shows. It is up to the owner to do almost everything. In 


this case the organization chart might look something 
like this: 


Contractor 
{owner} 


Marketing 
\ 
Financial Equipment 
Management 


Job Supervision 





Operations 
Sales 
Marketing 
Personnel 


Engineer/Estimator 


Estimates-Bids 

Contract Administration 
Cost Analysis 
Equipment 

Inspections 












Jou 
Foreman 





Personnel 





Time Keeper 


Company Policy 


General Supt. 


Estimates/Bids 


Job Supervision 


As the company grows, perhaps specialists are added, 
such as an engineer/estimator, an office manager, and a 
general superintendent. The organization chart then 
begins to look something like this: 










Oflice Manager 










Purchasing 
Financial Met. 
Bonds 
Clerical 
Purchasing 
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Often, people with complementary experience and 
skills, such as work experience and office experience 
will form a partnership. The organization chart will 


look like this: 
Partners 
(Owners) 
Partner Partner 
Construction Office Administration 


Operations 
Contracts 
Inspections 





Sales 
Organization 
Personnel 
Financial Met. 
Purchasing 
Estimates-Bids 


Job Mgt. 
Equipment 


Foreman Forema 


Draw an organization chart for your company. 
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What are Your Personnel Requirements? 


Will you carry a permanent crew or hire workers as the 
need arises? 


Will you use union or nonunion lahor? 

How many workers will you need? 

What is the hourly rate you will pay? 

What will fringe benefits cost? 

Will you supervise the work yourself or hire a foreman? 
If you hire a foreman, what will this salary be? 


Will you need clerical help? What will it cost? 





Equipment 


What special equipment will you need (assuming that 
your work force will supply their own hand tools)? 


Equipment Rent Buy Your Cost 











Will you need an office or use your home? 


If you will need an office, what will the rent and other 
expenses cost? 


Put Your Plan Into Dollars 


Just as with the other aspects of managing a construc- 
tion business, the basic unit of financial management is 


the job. The financial aspects of a job must be planned 
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as carefully as the actual construction. The payment for 
each job must cover the direct and indirect construction 
costs as well as the allocated share of overhead. 


Accounting requirements will vary from company to 
company and from trade to trade. Your accountant will 
help you set up the accounting system which will best 
meet your needs. 


However, you must make the overall plans yourself. You 
must develop the goals necessary to guide and manage 
your business. This overview will prove invaluable in 
estahlishing a good working relationship, with your 
banker (or other lender) and bonding company. 


In your financial planning, the first consideration is 
where the dollars will come from. In dollars, how much 
husiness (sales) will you be able to do in the next 12 
months? $ 


Expenses 


In connection with annual sales volume, you need to 
think about expenses. For example, if you plan to do 
$100,000 worth of work, how much will it cost you to 
do this amount of business? And even more important, 
what will be left over as profit at the end of the year? 


Profit is your pay. Even if you pay yourself a salary for 
living expenses, your busipess must make a profit if it is 
to continue year after year and pay hack the money and 
time you invest in it. Profit helps your firm to be 
strong—to have a financial reserve for any lean periods. 


The “Expenses Worksheet” is designed to help you 
figure your yearly expenses. To nse this worksheet, you 
need to get one set of figures—the operating ratios for 
your line of business. If you don't have these figures, 
check with the trade association which serves your area 
of the construction industry. 


Matching Money and Expenses 


After you have planned for your month to month ex- 
penses, the next question is: Will there be enough 
money coming in to meet these expenses and to sustain 
your company in the event that there is down time until 
your next job? 


The cash forecast is a management tool which can 
eliminate much of the anxiety that can plague you dur- 
ing lean month. Use the worksheet "Estimated Cash 
Forecast,”’ or ask your accountant to use it, to estimate 
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the amounts of cash that you expect to flow through 
your business during the next 12 months. 


Remember that the expenses of buying the materials and 
supplies for a particular job may occur a month or two 
before a payment is made. The “Estimated Cash 
Forecast” should show this. 


Estimated Cash Forecast Jan Feb Mar Apr May Jun jul Aug Sep Oct Nov Dec 





Expected Available Cash 


Cash Balance 








Expected Receipts 

JobA 

Job B 

Job C 

Bank Loans 

Total Expected Cash 
Expected Cash Requirements 
Job A 

Job B 

Job C 


Equipment Payments 


























Taxes 





Insurance (including surety bond payments) 
Overhead 

Loan Repayments 

Total Cash Required 

Cash Balance 

Total Loans Due to Bank 
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Is Additional Money Needed? 


In your planning you may find periods when you will 
be short of cash. For example, when you start a job you 
will need materials and supplies. Perhaps it may be a 
month or two before your first payment. What do you 
do in the interim if trade credit will not completely 
satisfy your cash needs? 


Your bank may be able to help with a short term loan. If 
a banker is to lend you money on either a short or long 
term, he or she will want to know whether your com- 
pany’s financial condition is weak or strong. The bank 
officer will ask to see a balance sheet. 


A blank balance sheet is included. Even if you don’t 
need to borrow, use it. Or, have your accountant use it 
to draw the “picture” of your firm’s financial condition. 
Moreover, if you don’t need to borrow money, you may 
want to show your plan to the bank that handles your 
company’s account. It is never too early to build good 
relations with your banker. For the time may come 
when you will have to borrow. 


Current Balance Sheet 
for 
(name of your firm) 


as of 
(date) 


Assets 


Current Assets 
Cash 
Receivables 
Cost of jobs in progress 
Inventories of supplies and tools 
Total Current Assets 
Fixed Assets 
Other Assets 
Total Assets 


PAPAAAHAHA HHS 


Liabilities 


Current Liabilities 
Notes payable 
Accounts payable 
Miscellaneous current liabilities 
Total Current Liabilities 
Equipment Contracts 
Owner's equity 
Total Liabilities 
11] 
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Control and Feedback 


To make your plan work you will need feedback at the 
various stages of your management process. When you 
approach a job as a manager, you will need to plan the 
job, direct the job, and control the job. Throughout this 
process, you will need adequate financing. Thus, the 
management controls you set up should supply you 

with the information you need to keep your operation 

‘on the money.” ° 


During the planning stage, you will need to carefully 
calculate your bid estimate. To direct the job, you will 
need your job cost analysis to make sure that the job is 
going to make a profit. And, to control the job, your 
forces must be organized. This requires the organized 
production of any given job (work schedule), competent 
personnel, and your personal follow-up to insure effi- 
cient performance. 


Is Your Plan Workable? 


Now that you've planned this far, step back and take a 
look at your plan. It is realistic? Can you do enough 
business to make a living. 


Now is the time to revise your plan if it isn’t workable, 
not after you've invested your time and money. If you 
feel that some revisions are needed before you start 
your own business, then make them. Go back to the 
cash flow and adjust the figures. Better, show your plan 
to someone who has not had a hand in making out your 
business plan. Your banker, contact man at SBA, or any 
outside advisor may be able to point out your strong 
points which if emphasized could turn into dollars. 


If you have strong doubts about your business or your 
ability to run it, it might be better to delay going into 
business until you feel as comfortable with the tools of 
management as you are with the tools of your trade. 


Keeping Your Plan Up To Date 


How many people in this world can predict the future? 
Very few indeed! You can expect things to change. You 
can expect circumstances to be different from what you 
expected. This is only natural. The difference between 

successful and unsuccessful planning is often only the 

ability to keep alert and watch for changes. Stay on top 
of changing conditions and adjust your plan according- 


ly. 


In order to adjust your plan to account for changes, an 
owner-manager must: 
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1. Be alert to the changes that come about in your in- 
dustry, your market, and in your customers. 


2. Check your plan against these changes. 
3. Determine what revisions, if any, are needed in your 


plan. 


Whatever methods you use to keep up with changing 
conditions is up to you. Once a month or so, go over 
your plan. See whether it needs adjusting. If revisions 
are needed, make then and put them into action. 


Put Your Plan Into Action 


When your plan is as near on target as possible, you are 
ready to put it into action. Keep in mind that action is 
the difference between a plan and a dream. If a plan is 


Action 











not acted upon, it is of no more value than a pleasant 
dream that evaporates over the breakfast coffee. 


The first action step would be acquiring enough capital 
to get started. Do you already have the money? Will you 
borrow it from friends, relatives, or a bank? Where and 
when will you hire competent employees? 


What else needs to be done? Look for positive action 
steps that will get your business rolling. For example, 
where and how will you get whatever licenses you need 
to be a contractor? (These requirements differ from state 
to state. A summary of licensing, prequalification, and 
tax information may be found in Summary of State 
Regulation and Taxes Affecting General Contractors, 
published annually by the American Insurance Associa- 
tion.) 


In the following space, list the things that you must do 
to get your business off the drawing board and into ac- 
tion. Give each item a date so that it can be done at the 
right time. 


Completion Date 
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Summary 


Small businesses have difficulty raising 
capltal—that’s no secret. This difficulty (among other 
reasons) has caused many to look at leasing as an 
alternative financing arrangement for acquiring the 
use of assets. All types of equipment leasing—from 
motor vehicles to computers, from manufacturing 
machinery to office furniture—have become more and 
more attractive. 


This Aid describes various aspects of the lease/buy 
decision. It lists advantages and disadvantages of leas- 
ing and provides a format for comparing costs of the 
options. 


What Is a Lease? 


A lease is a long term agreement to rent equipment, 
lend, buildings, or any other asset. In return for 
most—but not all—of the benefits of ownership, the user 
(lessee) makes periodic peyments to the owner of the 
asset (lessor). The lease peyment covers the originel 
cost of the equipment or other asset and provides the 
lessor a profit. 


Types of Leases 


There are three mejor kinds of leeses: the financial 
lease, the opereting lease, and the sale and leeseback. 


Financial leases ere most common by fer. A finencial 
leese is usually written for e term not to exceed the 
economic life of the equipment. You will find that a 
financial lease usually provides thet: 


Periodic peyments be mede, 


Ownership of the equipment reverts to the lessor et the 
end of the leese term, 


The lease is noncancellable end the lessee hes a legel 
obligation to continue payments to the end of the term, 
and 


The lessee agrees to maintain the equipment. 


The operating lease, or ‘‘meintenance lease,’’ can usual- 
ly be cancelled under conditions spelled out in the lease 
agreement. Maintenance of the asset is usually the 
responsibility of the owner (lessor). Computer equip- 
ment is often leased under this kind of lease. 
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The sale and leaseback is similar to the finencial leese. 
The owner of an esset sells it to another perty and 
simultaneously leases it back to use it for e specified 
term. This arrengement lets you free the money tied up 
in en asset for use elsewhere. You'll find thet buildings 
are often leased this way. 


You mey elso heer leeses described es net leeses or 
gross leeses. Under a net lease the lessee is responsible 
for expenses such es those for meintenance, taxes, end 
insurence. The lessor pays thses expenses under a gross 
lease. Finencial leeses are usuelly net leases. 


Finally, you might run across the term full payout 
lease. Under a full peyout lease the lessor recovers the 
original cost of the asset during the term of the lease. 


Kinds of Lessors 


As the use of leesing has increased as a method for 
businesses to acquire the use of equipment and other 
assets, the number of compenies in the leesing business 
hes increesed dramatically. Leasing is now a billion 
doller industry. 


Commerciel benks, insurence companies, and finence 
compenies do most of the leasing. Many of these 
orgenizetions heve formed subsidieries primarily con- 
cerned with equipment leasing. These subsidiaries ere 
usually cepeble of making lease arrangements for almost 
anything. 


In eddition to finencial organizetions, there are com- 
panies which specialize in leasing. Some are engeged in 
generel leesing, dealing with just ebout eny kind of 
equipment. Others specialize in perticuler equipment, 
such es trucks or computers, for example. 


Equipment manufacturers are also occesionelly in the 
leesing business. Of course, they usually leese only the 
equipment they manufecture. 


Advantages of Leasing 


The obvious adventege to leasing is acquiring the use of 
en esset without meking a lerge initial cesh outlay. 
Compered to a loen errengement to purchese the same 
equipment, a leese usuelly: 


Requires no downpeyment, while e loan often requires 
25 percent down; 


Requires no restriction on a compeny’s financial opere- 
tions, while loans often do; 





Spreads peyments over a longer period (which means 
they'll be lower) than loans permit; end 


Provides protections ageinst the risk of equipment ob- 
solescence, since the lessee cen get rid of the equipment 
at the end of the leese. 


There mey also be tax benefits in leesing. Leese 
payments ere deductible es opereting expenses if the ar- 
rangement is a true leese (and the internal Revenue Ser 
vice agrees it is). Ownership, however, usually hes 
greeter tax advantages through the investment tax credit 
and depreciation. Naturally, you need to heve enough 
income end resulting tax liebility to take advantege of 
those two benefits. 


The investment tax credit mey work to the benefit of the 
lessee as well as the lessor. The credit is a dollar for 
dollar reduction in federel income taxes, equal to 10 
percent of the cost of the equipment in the yeer the 
equipment is put into use. While the lessor usuelly tekes 
the tax credit, it mey pess pert of the benefit on to the 
lessee in the form of a reduced leese payment. 


Leesing bas the furtber adventege thet the leesing firm 
has acquired considerable knowledge about the kinds of 
equipment it leeses. Thus, it cen provide expert 
technical advice based on experience with the leesed 
equipment. 


Finelly, there is one further adventege of leesing thet 
you probably bope won't ever be of use to you. in the 
event of bankruptcy, cleims of the lessor to the assets of 
a firm are more restricted then those of general 
creditors. 


Disadvantages of Leasing 


In the first plece, leasing usually costs more because 
you lose certain tax adventeges thet go with ownership 
of an asset. Leasing mey not, bowever, cost more if you 
couldn't take advantage of those benefits beceuse you 
don’t have enough tax liebility for them to come into 


play. 


Obviously, you also lose the economic value of the asset 
at the end of the lease term, since you don’t own the 
asset. Lessees bave been known to grossly 
underestimate the salvege value of an esset. if they bad 
known this value from the outset, they migbt heve 
decided to buy instead of lease. 


Further, you must never forget that a leese is a iong- 
term legal obligetion. Usually you can’t cancel e leese 
agreement. So, it you were to end an operation thet us- 
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ed leased equipment, you might find you'd still have to 
pay es much es if you had used the equipment for tbe 
full term of the lease. 


Federal Tax Treatment of Leases 


Full leese peyments are deductible es operating costs. 
You can meke these deductions only if the Internal 
Revenue Service finds thet you heve e true lease. You 
cannot teke e full deduction for e “‘leese’’ thet’s really 
an installment purchese. 


Although eech leese arrengement may be different, 
there ere some general guidelines to meet: 


In no wey should any portion of the peyment be con- 
strued as interest. 


Leese payments must not be lerge compered to those 
thet would be required to echieve ownersbip. 


Any renewel option et leese end must be on terms 
equivalent to whet a third party would offer. 


Purchase options must be at amounts comparable with 
feir merket value. 


Accounting Treatment of Leases 


Historicelly, finenciel leeses were ‘‘off the balance 
sheet” financing. Thet is, lease obligations often were 
not recorded directly on the balance sheet, but listed in 
footnotes, insteed. Not explicitly eccounting for leases 
frequently resulted in e feilure to stete operational 
assets and liebilities feirly. 
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in 1977 the Finenciel Accounting Standerds Boerd 
(FASB), the rule-meking body of the accounting profes- 
sion, required thet capital leeses be recorded on tbe 
balence sheet es both en asset and a liebility. This was 
in recognition of the long-term nature of a lease oblige- 
tion. 


Cost Analysis of Lease 
v. Loan/Purchase 


You can enelyze the costs of the lease versus purchase 
problem through discounted cash flow analysis. This 
enalysis compares the cost of eech alternetive by con- 
sidering: the timing of the peyments, tax bentfits, the in- 





terest rete on a loen, the lease rete, and other financial 


arrangements. 


To meke the analysis you must first make certein 
essumptions ebout the economic life of the equipment, 
salvage value, and deprecietion. The essumptions for 
the sample problem in this Aid are shown in Figure 1. 
Figure 2 is the enelysis of the leese alternetive, and 
Figure 4 is an analysis of the borrow and buy option.* 


* A straight cesh purchese using e firm’s existing funds will almost 
alweys be more expensive than the leese or loen/bvy options beceuse 
of the loss of use of the funds. Besides, most small firms don't heve 
the lerge emounts of cash needed for major capital asset acquisitions 
in the first placa. 


Figure 1 
Example Assumptions 


Equipment Cost: $60,000 

Estimated Economic Life: 10 yeers 

Lease Tarme: 8 ennual* peyments of $10,383.94 (Apr 10.5%). First 
peyment due upon delivery. Investment tax credit to lessor. Lessee 


maintains equipment. 


Loan Terms: 5 years, 75% financing et 10% (Apr). 5 ennual® 
payments of $11,870.89. Firat peyment due et end of first yeer. 


Taxes: Lessee tax rete 50%. Method of deprecietion for tax purposes 
is streight line. 


Other: Equipment needed for term of leese, 8 yeers. If firm purcheses 
equipment, it cen be sold et end of 8 years for book value. Average 
efter tax cost of cepital for lessee is 9%. 


* Peyments heve been ennualized to simplify calculetions. Peyments 
are usually mede monthly. 


Figure 2 

Evaluation of Lease Cost 
(1) (2) (3) (4) (5) (6) 

End of Leese (0.50x2) (2-3) Discount (4x5) 
Yeer Payment Tax Seving Net Cesh Outlay Factor Net Present Velue 

0 $10,363.94 $5,181.97 $5,181.97 1.000 $5,181.97 
1 10,363.94 5,181.97 5,181.97 0.952 4,933.24 
2 10,363.94 5,181.97 5,181.97 0.907 4,700.05 
3 10,363.94 5,181.97 5,181.97 0.864 4,477.22 
4 10,363.94 5,181.97 5,181.97 0.823 4,264.76 
5 10,363.94 5,181.97 5,181.97 0.784 4,062.66 
6 10,363.94 5,181.97 5,181.97 0.746 3,865.75 
7 10,363.94 5,181.97 5,181.97 0.710 3,684.38 
8 = = a = = 

Net Present Value of Costs of Leasing $35,170.03 


To evaluate e leese you must first find the net cesh 
outlay (not cash flow) in eech yeer of the lease term. 
You find these emounts by subtracting the tax sevings 
(which in the exemple ere 50 percent of the peyment) 
from the leese peyment (see column 3 of Figure 2). This 
celculetion gives you the net cash outley for eech yeer 
of the leeses (column 4, Figure 2). 


Eech yeer’s net cesh outlay must next be discounted to 
teke into eccount the time velue of money. This dis- 
counting gives you the present value of each of the 
amounts. 


The present value of an emount of money is the sum 
you would have to invest todey at a stated rete of in- 
terest to heve thet emount of money at a specified 


future date. Say someone offered to give you $100 five 
years from now. How much could you teke todey end 
be as well off? 


Common sense tells you you could teke less than $100, 
beceuse you'd have the use of the money for the five 
yeer period. Naturally, how much less you could take 
depends on the interest rete you thought you could get 
if you invested the lesser emount. For exemple, to heve 
$100 five yeers from now et six percent compounded 
annually, you'd have to invest $74.70 today. At 10 per- 
cent, you could teke $62.10 now and have the $100 et 
the end of five yeers. 


Thus, the present velue of the net outlay under the leese 
($5,181.97 after tax sevings) et the end of yeer six of the 
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lease term, for exemple, is something less than 
$5,181.97. For the exemple in this Aid the eppropriete 
interest rate for discounting the leese peyment is the 
efter tax cost (50 percent tax rate, remember) of the loen 
(set at 10 percent)—or five percent (.50 x 10% = 5%). 


This low rete of interest is used because of the certein 
nature (you know exactly what they'll be) of the 
payments under a lease contract. So, et en ennually 
compounded five percent interest rate, you would have 
to invest $3,865.75 todey to have $5,181.97 et the end of 
six yeers. 


Fortunetely there ere tebles (Figure 3 is e very modest 
exemple) which provide the discount fectors for present 
value calculations. In Figure 3 you will note thet the 
fector for the present velue of $1 six years from now et 
five percent is .746. This fector (.746) times the after tax 
leese peyment outlay ($5,181.97) equals $3,865.75, or ex- 
ectly the amount you would heve to invest today at five 
percent interest compounded annually to heve $5,181.97 
six years hence. There ere elso reletively inexpensive 
special purpose pocket celculetors progremmed to meke 
these calculetions. 


Figure 3 
Present Value of $1 


Year* 1% 2% 3% 4% 5% 6% 7% 8% 8% 10% 
-990 .960 971 .962 .952 .943 .935 .826 .917 .909 
960 .961 .943 .925 .907 .690 .673 .657 .642 .626 
971 .942 .915 .669 .664 .640 616 .794 .772 .751 
961 .924 .669 .655 .623 .792 .763 .735 .706 .683 


951 .906 .663 .622 .764 .747 .713 .681 .650 .621 


On & & AD 


942 .666 .636 .790 .746 .705 .666 .630 596 .564 
933 .671 .613 .760 .711 .665 .623 .583 547 .513 
-923 .853 .769 .731 .677 .627 562 .540 502 .467 
914 .837 .766 .703 .645 .592 544 .500 460 .424 
-805 .620 .744 .676 .614 556 .508 .453 .422 .386 


oop an ge 
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* Periods can be any time period; they do not have to be years. 


Why bother with meking these present velue celcule- 
tion? Well, you've got to meke them to compere the ec- 
tual cash flows over the time periods. You simply cen’t 
realisticelly compare methods of finencing without tek- 
ing into account the time velue of money. It mey seem 
confusing end complex et first, but if you work through 
the exemple, you'll begin to 6ee thet the technique isn’t 
difficult—just sophisticeted. 


Figure 2 shows you the present velue calculations over 
the full term of the proposed leese. The sum of the dis- 
counted cash flows, $35,170.03, is celled the net present 
value of the cost of leasing. It is this figure thet will be 
compered with the fine! sum of the discounted cesh 
flowe for the loan end purchase alternative. 
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Evaluation of the borrow/buy option is a little more 
complicated beceuse of the tax benefits that go with 
ownership through the investment tex credit, loan in- 
terest deductions, end depreciation. In Figure 4, the 
steps in the celculetion ere shown ebove eech column 
head. The interest portion of each loen peyment is 
found by multiplying the loan interest rete (10% here) by 
the outstanding loen belence for the preceding period. 


Note thet in the lest three yeers of the enalyzed period 
the cash flow is positive, coming from the tax seving on 
depreciation end, in the eighth year, from depreciation 
end the essumption that the asset could be sold for e 
salvage value of $12,000. Since these emounts in the last 
three years ere coming in, they are subtracted efter dis- 
counting from the amounts in the first five years (cesh 
flowing out) to get the net present value of costs of pur 
chasing. 


As noted earlier, the salvage value is one of the advan- 
teges of ownership. It must be considered in making the 
comparision; however, it is discounted et e higher rate 
(the firm’s essumed average cost of cepital, 9%). This 
rete is used beceuse the selvage value is not known with 
eny Certeinty, as ere the loen peyment, deprecietion, 
end interest peyments. 


When you compere the two alternetives you see that. 
purely on the basis of the numbers, the buy op- 

tion looks like the least costly epproech. The mejor dif- 
ference in cost, of course, comes from the salvage value. 
If you ignore that velue (a highly conservetive 
approach), the elternetives ere very close in their net 
present value of costs. Neturelly, it’s possible that 
salvege costs for reel esset could be very high or be next 
to nothing. Selvege value essumptions need to be made 
cerefully. 


Thus, while this sort of enelysis is useful, you cen’t 
make e leese/buy decision solely on cost enelysis 
figures. The edventeges end disedventeges discussed 
earlier in this Aid, while tough to quelify, mey outweigh 
differences in cost—especially if costs ere reesonably 
close. 


Look Before You Lease 


A lease egreement is e legal document. It cerries e long- 
term obligation. You must be thoroughly informed of 

just what you’re committing yourself to. Find out the 
lessor’s finenciel condition end reputetion. Be 
reesonebly sure that the leese arrangements ere the best 
you cen get, thet the equipment is what you need, and 
thet the term is what you went. Remember, once the 
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agreement is struck, it’s just about impossible to change 
it. 


The lease document will spell out the precise provisions 
of the agreement. Agreements may differ, but the major 
items wil] include: 

The specific nature of the financing agreement, 
Payment amount, 


Term of agreement, 


Disposition of the asset at the end of the term, 


Figure 4 
Evaluation of Loan Cost 


(1) (2) (3) (4) (5) (8) 


Schedule of the value of the equipment for insurance 
and settlement purposes in case of damage or destruc- 
tion, 

Who gets the investment tax credit, 

Who is responsible for maintenance and taxes, 
Renewal options, 


Cancellation penalties, and 


Special provisions. 


(7) (8) (9) (10) 
05 x (6 + 3) (2 - 7) (8 x 9) 
Nat Pre- 
Tax Sav- Nat Discount sent 


Interest meant Balance Dapreciation ings Cash Flow Factor Valua 


(2 - 3) (5 - 4) 
End Principal Outstan- 
of Rapey- ding 
Year Payment 
0 $ 15,000.00 $45,000.00 
1 11,670.89 $4,500.00 $ 7,370.69 37,629.11 $6,000.00 
2 11,870.89 3,726.91 6,107.96 29,521.13 6,000.00 
3 11,670.69 2,952.11 6,918.76 20,602.35 6,000.00 
4 11,870.89 2,060.24 9,810.68 10,791.69 6,000.00 
3 11,670.68 1,079.17 10.791.69 6,000.00 
6 6,000.00 
7 8,000.00 
6 (12,000.00)* * 6,000.00 


* Invastment tax credit = 0.10 x $60,000 - $6,000. 
**Salvaga value = book valua = $60.000 - 8 x $6,000 = $12,000. 
***Discount factor using average after tax cost of capital. 


Copias of this Aid ere available fraa from SBA, P.O. Box 15434, Fort Worth, TX 76119. Aids may ba condensed or reproduced. Thay may not be 


$6,000.00° $ 9,000.00 1.000 $ 9,000.00 
5,250.00 8,820.69 0.952 5,303.09 
4,681.48 6,989.43 0.907 8.339.41 
4,476.06 7,394.83 0.664 6,369.13 
4,030.12 7,840.77 0.623 6,452.95 
3,539.59 6,331.27 0.784 6,531.72 
3,000.00 (3,000.00) 0.748 (2,236.00) 
3,000.00 (3,000.00) 0.711 (2,133.00) 
3,000.00 (3,000.00) 0.877 (2,031.00) 

(12,000.00) 0.502¢e2e (6,024.00) 
$28,590.30 


Net Present Value of Cost of Purchasing 
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Summary 


There are many reasons today for owner-managers of 
small businesses to look at the legal structure of their 
firms. The changing tax laws and fluctuating 
availability of capital are just two situations which re- 
quire alert managers to review what legal structures 
best meets their needs. 


Each form of business organization has its advantages 
and disadvantages. This Aid seeks to briefly identify 
them for the owner-manager who wants to know 
‘“‘what questions to ask’? when seeking the proper pro- 
fessional advice. 


If you were to make an analogy between starting a 
business and playing a card game, you might say, ‘“‘The 
game is just for fun, but business is business.” Well, you 
would be right. But let’s consider some important 
similarities. 


The game requires skill, strategy, planning, and, most 
important, a thorough knowledge of the rules. Going in- 
to business requires skill (the knowledge of your craft or 
trade), and it also requires strategy and planning. Most 
important, to be sucessful in business, you must under- 
stand the rules (or the laws) by which you must conduct 
your business. All planning and strategy must consider 
the multitude of local, state, and federal laws and 
business practices that govern the operation of the 
business. 


Before you enter the complex arena of business and the 
myraid of laws which influence your freedom of choice 
and mobility of action, you must first choose the legal 
structure for your business that will best suit your needs 
and the needs of your particular business. In order to 
intelligently select the legal structure for your business, 
you must ask yourself, ‘What are my alternatives?” So, 
let’s now look at the nature of various legal business 
structures. 


There are three principal kinds of business structures: 
the proprietorship, the partnership, and the corporation. 
Each has certain general advantages and disadvantages, 
but they must all be weighted to reflect your specific cir- 
cumstances, goals, and needs. The sole proprietorship is 
the first firm we’ll consider. 


The Sole Proprietorship 


The sole proprietorship is usually defined as a business 
which is owned and operated by one person. To 
establish a sole proprietorship, you need only obtain 
whatever licenses you need and begin operations. 
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Hence, it is the most widespread form of small business 
organization. 


Advantages of the Sole Proprietorship 


Ease of formation. There is less formality and fewer 
legal restrictions associated with establishing a sole pro- 
prietorship. It needs little or no governmental approval 
and is usually less expensive than a partnership or cor- 
poration. 


Sole ownership of profits. The proprietor is not re- 
quired to share profits with anyone. 


Control and decision making vested in one owner. 
There are no co-owners or partners to consult. (Except 
possibly your spouse.) 


Flexibility. Management is able to respond quickly to 
business needs in the form of day to day management 
decisions as governed by various laws and good sense. 


Relative freedom from government control and special 
taxation. 


Disadvantages of the Sole Proprietor 


Unlimited liability. The individual proprietor is respon- 
sible for the full amount of business debts which may 
exceed the proprietor’s total investment. This liability 
extends to all the proprietor’s assets, such as house and 
car. Additional problems of liability, such as physical 
loss or personal injury, may be lessened by obtaining 
proper insurance coverage. 


Unstable business life. The enterprise may be crippled 
or terminated upon illness or death of the owner. 


Less available capital, ordinarily, than in other types 
of business organizations. 


Relative difficulty in obtaining long-term financing. 


Relatively limited viewpoint and experience. This is 
more often the case with one owner than with several. 


NOTE: A small business owner might very well select 
the sole proprietorship to begin with. Later, if the owner 
succeeds and feels the need, he or she can form a part- 
nership or corporation. 





The Partnership 

The Uniform Partnership Act, adopted by many states, 
defines a partnership as ‘‘an association of two or more 
persons to carry on as co-owners of a business for pro- 
fit.” Though not specifically required by the Act, writ- 
ten Articles of Partnership are customarily executed. 
These articles outline the contribution by the partners 
into the business (whether financial, material or 
managerial) and generally delineate the roles of the part- 
ners in the business relationship. The following are ex- 
ample articles typically contained in a partnership 
agreement: 


Name, Purpose, Domicile 
Duration of Agreement 


Character of Partners (general or limited, active or 
silent) 


Contributions by Partners (at inception, at later date) 
Business Expenses (how handled) 


Authority (individual partner authority in conduct of 
business) 


Separate Debts 

Books, Records, and Method of Accounting 
Division of Profits and Losses 

Draws or Salaries 

Rights of Continuing Partner 

Death of a Partner (dissolution and winding up) 
Employee Management 

Release of Debts 

Sale of Partnership Interest 

Arbitration 


Additions, Alterations, or Modifications of Partnership 
Agreement 


Settlements of Disputes 
Required and Prohibited Acts 


Absence and Disability 


Some of the characteristics that distinguish a partner- 
ship from other forms of business organization are the 
limited life of a partnership, unlimited liability of at 
least one partner, co-ownership of the assets, mutual 
agency, share of management, and share in partnership 
profits. 


Kinds of Partners 
Ostensible Partner. Active and known as a partner. 
Active Partner. May or may not be ostensible as well. 


Secret Partner. Active but not known or held out as a 
partner. 


Dormant Partner. Inactive and not known or held out as 
a partner. 


Silent Partner. Inactive (but may be known to be a part- 
ner). 


Nominal Partner (Partner by Estoppel). Not a true 
partner in any sense, not being a party to the partner- 
ship agreement. However, a nominal partner holds him 
or herself out as a partner, or permits others to make 
such representation by the use of his/her name or other- 
wise. Therefore, a nominal partner is liable as if he or 
she were a partner to third persons who have given 
credit to the actual or supposed truth of such represen- 
tation. 


Subpartner. One who, not being a member of the part- 
nership, contracts with one of the partners in reference 
to participation in the interest of such partner in the 
firm's business and profits. 


Limited or Special Partner. Assuming compliance with 
the statutory formalities, the limited partner risks only 
his or her agreed investment in the business. As long as 
he or she does not participate in the management and 
control of the enterprise or in the conduct of its 
business, the limited partner is generally not subject to 
the same liabilities as a general partner. 


Advantages of the Partnership 


Ease of formation. Legal informalities and expenses are 
few compared with the requirements for creation of a 
corporation. 


Direct rewards. Partners are motivated to apply their 
best abilities by direct sharing of the profits. 
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Growth and performance facilitated. In a partnership, 
it is often possible to obtain more capital and a better 
range of skills than in a sole proprietorship. 


Flexibility. A partnership may be relatively more flex- 
able in the decision making process than in a corpora- 
tion. But, it may be Iess so than in a sole proprietorship. 


Relative freedom from government control and special 
taxation. 


Disadvantages of a Partnership 


Unlimited liability of at least one partner. Insurance 
considerations such as those mentioned in the pro- 
prietorship section apply here also. 


Unstable life. Elimination of any partner constitutes 
automatic dissolution of partnership. However, opera- 
tion of the business can continue based on the right of 
survivorship and possible creation of a new partnership. 
Partnership insurance might be considered. 


Relative difficulty in obtaining large sums of capital. 
This is particularly true of long term financing when 
compared to a corporation. However, by using in- 
dividual partners’ assets, opportunities are probably 
greater than in a proprietorship. 


Firm bound by the acts of just one partner as agent. 


Difficulty of disposing of partnership interest. The 
buying out of a partner may be difficult unless 
specifically arranged for in the written agreement. 


The Corporation 


The corporation is by far the most complex of the three 
business structures. For the purpose of this A/d, we shall 
discuss only the general characteristics of the corpora- 
tion, not its intricacies. 


As defined by Chief Justice Marshall’s famous decision 
in 1819, a corporation “‘is an artificial being, invisible, 
intangible, and existing only in contemplation of the 
law.”’ In other words, a corporation is a distinct legal 
entity, distinct from the individuals who own it. 


Formation of the Corporation 


A corporation usually is formed by the authority of a 
state government. Corporations which do business in 
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more than one state must comply with the Federal laws 
regarding interstate commerce and with the state laws, 
which may vary considerably. 


The procedure ordinarily required to form a corporation 
is that. first. subscriptions for capital stock must be 
taken and a tentative organization created. Then, 
approval must be obtained from the Secretary of State in 
the state in which the corporation is to be formed. This 
approval is in the form of a charter for the corporation, 
stating the powers and limitations of the particular 
enterprise. 


Advantages of the Corporation 


Limitations of the stockholder’s liability to a fixed 
amount of investment. However, do not confuse cor- 
porate liability with appropriate liability insurance con- 
siderations. 


Ownership is readily transferable. 
Separate legal existence. 


Stability and relative permanence of existence. For ex- 
ample, in the case of illness, death, or other cause for 
loss of a principal (officer or owner), the corporation 
continues to exist and do business. 


Relative ease of securing capital in large amounts and 
from many investors. Capital may be acquired through 
the issuance of various stocks and long term bonds. 
There is relative ease in securing long term financing 
from lending institutions by taking advantage of cor- 
porate assets and often personal assets of stockholders 
and principals of guarantors (Personal guarantees are 
very often required by lenders.) 


Delegated authority. Centralized control is secured 
when owners delegate authority to hired managers, 


although they are often one and the same. 


The ability of the corporation to draw on the expertise 
and skills of more than one individual. 


Disadvantages of the Corporation 


Activities limited by the charter and by various laws. 
However, some states do allow very broad charters. 


Manipulation. Minority stockholders are sometimes ex- 
ploited. 


Extensive government regulations and required local, 
state, and federal reports. 
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Less incentive if manager does not share in profits. 
Expense of forming a corporation. 


Double tax - income tax on corporate net income (pro- 
fit) and on individual salary and dividends. * 


*You should be aware. also. of the possibility of selecting subchapter 
S status (IRC 1371-1379). The purpose of subchapter S is to permit a 
**small business corporation” to have its income taxed to the 
shareholders as if the corporation were a partnership One objective is 
to overcome the double tax feature of our system of taxing corporate 
income and stockholder dividends. Another purpose is to permit the 
shareholders to have the benefit of offsetting business losses incurred 
by the corporation against the income of the shareholders. 


Among the conditions for the making and maintenance of subchapter 
S election are that the corporation have ten or fewer shareholders. all 
of whom are individuals or estates, that there be no nonresident alien 
shareholders, that there be only one class of outstanding stock, that all 
shareholders consent to the election. and that a specific portion of the 
corporation's receipts be derived from active business rather than 
enumerated passive investments. No limit is placed on the size of the 
corporation's income and assets. 


In summary, review the following eight questions: 
1. What is the size of the risk? That is, what is the 
amount of the investors’ liability for debts and taxes? 


2. What would the continuity (life) of the firm be if 
something happened to the principal or principals? 


3. What legal structure would insure the greatest adap- 
tability of administration for the firm? 


4. What are the influence of applicable laws? 


5. What are the possibilities of attracting additional 
capital? 


6. What are the needs for and possibilities of attracting 
additional expertise? 


7. What are the costs and procedures in starting? 
8. What is the ultimate goal and purpose of the enter- 


prise, and whicn legal structure can best serve its 
purposes? 


The small businessowner is required to wear many hats, 
but none can be expected to be a lawyer, certified 
public accountant, marketing specialist, production 
engineer, environmental specialist, etc. Therefore, you 
should get the facts before making decisions. When 
necessary and if possible, you should also get profes- 
sional counsel to help you avoid misunderstanding 
technical or legal issues and avoid making bad decisions 
and false starts that require backtracking and added ex- 
pense. This is especially true when you are deciding 
what legal form to adop!. This A/d has presented an 
inlroduction to the oplions and guidelines for selecling 
Ihe bes! legal slructure for your business. 
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Summary 


This AID is a checklist for the owner/manager of a 
small husiness enterprise or for one contemplating 
going into business for the first time. The questions 
concentrate on areas you must consider seriously to 
determine if your idea represents a real business 
opportunity and if you really know what you are 
getting into. You can use it to evaluate a completely 
new venture proposal or an apparent opportunity in 
your existing husiness. 


Perhaps the most crucial prohlem you will face after 
expressing an interest in starting a new business or 
capitalizing on an apparent opportunity in your existing 
business will be determining the feasihility of your 
idea. Getting into the right husiness at the right time is 
simple advice, hut advice that is extremely difficult to 
implement. The high failure rate of new husinesses and 
products indicates that very few ideas result in 
successful business ventures, even when introduced hy 
well established firms. Too many entrepreneurs strike 
out on a husiness venture so convinced of its merits 
that they fail to thoroughly evaluate its potential. 


This checklist should he useful to you in evaluating a 
husiness idea. It is designed to help you screen out 
ideas that are likely to fail before you invest extensive 
time, money, and effort in them. 


Preliminary Analysis 


A feasibility study involves gathering, analyzing and 
evaluating information with the purpose of answering 
the question: *‘Should | go into this business?”’ 
Answering this question involves first a preliminary 
assessment of both personal and project considerations. 


General Personal Considerations 


The first seven questions ask you to do a little 
introspection. Are your personality characteristics such 
that you can both adapt to and enjoy small business 
ownership/management? 


Yes No 
1. Do you like to make your own 
decisions? 
2. Do you enjoy competition? 
3. Do you have will power and self- 
discipline? 
4. Do you plan ahead? 
5. Do you get things done on time? 
6. Can you take advise from others? 
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Yes No 


7. Are you adaptable to changing 
conditions? = 
The next series of questions stress the physical, 

emotional, and financial strains of a new business. 


8. Do you understand that owning your 
own business may entail working 12 to 
16 hours a day. probably six days a 
week, and maybe on holidays? 

9. Do you have the physical stamina to 
handle a business? 

10. Do you have the emotional strength 
to withstand the strain? 

11. Are you prepared to lower your 
standard of living for several months or 
years? | 

12. Are you prepared to lose your 
savings? 


Specific Personal Considerations 


1. Do you know which skills and areas 
of expertise are critical to the success 
of your project? 

2. Do you have these skills? 

3. Does your idea effectively utilize your 
own skills and abilities? 

4. Can you find personnel that have the 
expertise you lack? 

5. Do you know why you are considering 
this project? 

6. Will your project effectiveiy meet 
your career aspirations? = 
The next three questions emphasize the point that very 
few people can claim expertise in all phases of a 
feasibility study. You should realize your personal 
limitations and seek appropriate assistance where 
necessary (i.e., marketing, legal, financial). 


7. Do you have the ability to perform 
the feasibility study? 

8. Do you have the time to perform the 
feasibility study? 

9. Do you have the money to pay to have 
the feasibility study done? 


General Project Description 


1. Briefly describe the business you want to enter. ___ 





2. List the products or servicas you want to sell. 











3. Describa who will use your products/services. 





4. Why would someone buy your product/sarvice? 





5. What kind of location do you nead in terms of type of 
neighborhood, traffic count, nearby firms? 


6. List your product/sarvices suppliers. 





7. List your major compatitors—those who sell or 
provide like products/services 


8. List the labor and staff you require to provide your 
products/sarvices. 


Requirements for Success 


To determine whether your idea meets the basic 
requirements for a successful new project, you must be 
able to answer at least one of the following questions 
with a “yes.” 


Yes No 
1. Does the product/service/business 
serve a presently unserved need? 
2. Does the product/service/business 
serve an existing market in which 
demand exceeds supply? —— 
3. Can the product/service/business 
successfully compete with existing 
competition because of an 
‘advantageous situation,’ such as 
better price, location ? a 


| 
| 


Major Flaws 


A ‘Yes’ response to questions such as the following 
would indicate that the idea has little chance for 
SUCCESS. 


1. Are thare any causes (i.e., 
restrictions. monopolies, shortages) that 
make any of the required factors of 
production unavailabla (i.e., 
unreasonable cost. scarce skills. energy, 
material. equipment, processes, 
technology, or personne!)? mo ee 
2. Are capital requirements for entry or 
continuing operations excessive? ae 
3. Is adequate financing hard 

to obtain? — 


Yes No 


4. Are there potential detrimental 
environmental effects? 

5. Are there factors that prevent 
effective marketing? 


Desired Income 


The following questions should remind you that you 
must seek both a return on your investment in your own 
business as well as a reasonable salary for the time you 
spend in operating that business. 


1. How much income do you desire? ___ 
2. Are you prepared to earn less income in the first 1-3 
years? 

3. What minimun income do you require? __- 
4. What financial investment will be required for your 
business? a a a 
5. How much could you earn by investing this money? __ 
6. How much could you earn by working for someone 
CIS 6s eee 
7. Add the amounts in 5 and 6. If this income is greater 
than what you can realistically expect from your 
business, are you prepared to forego this additional 
income just to be your own boss with only the prospects 
of more substantial profit/income in future years? 

8. What is the average return on investment for a 
business of your type? 


Preliminary Income Statement 


Besides return on investment, you need to know the 
income and expenses for your business. You show profit 
or loss and derive operating ratios on the income 
statement. Dollars are the (actual, estimated, or 
industry average) amounts for income and expense 
categories. Operating ratios are expressed as 
percentages of net sales and show relationships of 
expenses and net sales. 


For instance $50,000 in net sales equals 100% of sales 
income (revenue). Net profit after taxes equals 3.14% of 
net sales. The hypothetical ''X"’ industry average after 
tax net profit might be 5% ina given year for firms 
with $50.000 in net sales. First you estimate or forecast 
income (revenue) and expense dollars and ratios for 
your business. Then compare your estimated or actual 
performance with your industry average. Analyze 
differences to see why you are doing better or worse 
than the competition or why your venture does or 
doesn't look like it will float. 





These basic financial statistics are generally available 
for most businessas from trade and industry 
associations, government agencies, universities, and 
private companies and banks (Dun & Bradstreet. Robert 
Morris Associates, Accounting Corporation of America, 
National Cash Register Company, Bank of America, 
Faderal Trade Commission, and Securities and 
Exchanga Commission). 


Forecast your own income statement. Do not ba 
influenced by industry figures. Your estimates must be 
as accurate as possible or else you will have a false 
impression. 


1. What is the normal markup in this line of business. 
i.e., the dollar differe:.ce between the cost of goods sold 
and saies, expressed as a percentage of sales? 

2. What is the average cost of goods sold percentage of 
sales? 

3. What is the average inventory turnover, i.e., the 
number of times the average inventory is sold each 
year? 


4. What is the average gross profit as a percentage of 


sales? 
5. What are the average expenses as a percentage of 
sales? 


6. What is the average net profit as a percent of sales? 


7. Take the preceding figures and work backwards 
using a standard income statement format and 
determine the level of sales necessary to support your 
desired income level. 

8. From an objective, practical standpoint, is this level 
of sales, expenses and profit attainable? 


ANY SMALL BUSINESS, INC. 
Condensed Hypothetical Income Statement 
For year ending December 31, 19____ 
Rallo 
tem Amount Percent 
(GROSS SOIGS 26 sic sss ss oe $773,888 
Less returns, allowances, 


and cash discounts .... 


$759,016 
989,392 


$169.624 


Gross profit on sales 

Selling expenses 
Administrativa expenses .... 
General expenses 

Financiat axpenses 


125.204 
44.420 
1,200 


$43,220 
19.542 


$23.678 


Totatexpenses...........0. ce eee 
Operating profit 
Extraordinary expanses 


Net profit before taxes 
Federal, stala, and local taxes 


Net profit afier taxes 





Market Analysis 


The primary objective of a market analysis is to arrive 
ata realistic projection of sales. After answering the 
following questions you will be in a better position to 
answer question eight immediately above. 


Population 
1. Define the geographical areas from which you can 
realistically expect to draw customers. 


2. What is the population of these areas? 
3. What do you know about the population growth 
trend in these areas? 


4. What is the average family size? 
5. What is the age distribution? Petes 
6. What is the per capita income? __ 
7. What are the consumers’ attitudes toward business 


like yours? 


8. What do you know about consumer shopping and 
spending patterns relative to your type of business? ___ 
9. Is the price of your product/service especially 
important to your target market? 

10. Can you appeal to the entire market? 

11. If you appeal to only a market segment, is it large 
enough to be profitable? 


Competition 
1. Who are your major competitors? 
2. What are the major strengths of each? 


3. What are the major weaknesses of each? 


4. Are you familiar with the following factors 
concerning your competitors: 

Price structure? 

Product lines (quality, breadth, width)? 

Location? 

Promotional activities? 

Sources of supply? 

Image from a consumer's viewpoint? 

5. Do you know of any new competitors? 

6. Do you know of any competitor's plans for 
expansion? 

7. Have any firms of your type gone out of business 
lately? 

8. If so, why? 

9. Do you know the sales and market share of each 
competitor? Se ne 
10. Do you know whether the sales and market share of 
each competitor are increasing, decreasing, or stable? 


11. Do you know the profit levels of aach competitor? 





12. Are your competitors’ profits increasing, 
decreasing, or stable? 
13. Can you compete with your competition? 


Sales 

1. Determine the total sales volume in your market 
area. 
2. How accurate do you think your forecast of total 
sales is? 

3. Did you base your forecast on concrete data? 

4. Is the estimated sales figure ‘‘normal” for your 
market area? 

5. Is the sales per squere foot for your competitors 
above the normal average? 


6. Are there conditions, or trends, that could change 


your forecast of total sales? 

7. Do you expect to carry items in inventory from 
season to season, or do you plan to mark down products 
occasionally to eliminate inventories? If you do not 
carry over inventory, have you adequately considered 
the effect of mark-down in your pricing? {Your gross 
profits margin may be too low.) 

8. How do you plan to advertise and promote your 
product/service/business? 


9. Forecast the share of the total market that you can 


realistically expect—as a dollar amount and as a 
percentage of your market. 





10. Are you sure that you can create enough 
competitive advantages to achieve the market share in 
your forecast of the previous question? 

11. Is your forecast of dollar sales greater than the 
sales amount needed to guarantee your desired or 
minimun income? 

12. Have you been optimistic or pessimistic in your 
forecast of sales? : 


13. Do you need to hire an expert to refine the sales 





forecae (mee 
14. Are you willing to hire an expert to refne the sales 
forecast? 

Supply Yes No 


1. Can you make a list of every item of 
inventory and operating supplies 
needed? 

2. Do you know the quantity, quality, 
technical specifications, and price 
ranges desired? 

3. Do you know the name and location 
of each potential source of supply? 

4. Do you know the price ranges 
available for each product from each 
supplier? 





Yes No 


5. Do you know about the delivery 
schedules for each supplier? 

6. Do you know the sales terms of each 
supplier? 

7. Do you know the credit terms of each 
supplier? 

8. Do you know the financial condition 
of each supplier? 

9. Is there a risk of shortage for any 
critical materials or merchandise? 

10. Are you aware of which supplies 
have an advantage relative to 
transportation costs? 

11. Will the price available allow you to 
achieve an adequate markup? 


Expenses 

1. Do you know what your expenses will be for: rent, 
wages, insurance, utilities, advertising, interest, etc? 
2. Do you need to know which expenses are Direct, 
Indirect, or Fixed? 

3. Do you know how much your overhead will be? 

4. Do you know how much your selling expenses will 
be? 


Miscellaneous 

1. Are you aware of the major risks 
associated with your product? 

Service? Business? 

2. Can you minimize any of these major 
risks? 

3. Are there major risks beyond your 
control? 

4. Can these risks bankrupt you? {fatal 
flaws) 


Venture Feasibility 

1. Are there any major questions 
remaining about your proposed venture? 
2. Do the above questions arise because 
of a lack of data? 

3. Do the above questions arise because 
of a lack of management skills? 

4. Do the above questions arise because 
of a ‘fatal flaw’’ in your idea? 

5. Can you obtain the additional data 
needed? 

6. Can you obtain the additional 
managerial skills needed? 

7. Are you aware that there is less than 
a 50-50 chance that you will be in 
business two years from now? 
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Summary 


Increasing profits through cost reduction must be 
based on the concept of an organized, planned pro- 
gram. Unless adequate records are maintained through 
@ proper accounting system, there can be no basis for 
ascertaining and analyzing costs. 


Cost reduction IS NOT simply attempting to slash any 
and all expenses unmethodically. The owner-manager 
must understand the nature of expenses and how ex- 
penses inter-relate with sales, inventories, cost of goods 
sold, gross profits, and net profits. 


Cost reduction does not mean only the reduction of spe- 
cific expenses. You can achieve greater profits through 
more efficient use of the expense dollar. Some of the 
ways you do this are by increasing the average sale per 
customer, by effectively using display space and 
thereby increasing sales volume per square foot, by 
getting a larger return for your advertising and sales 
promotion dollar, and by improving your interal meth- 
ods and procedures. 


Profit is in danger when good merchandising and cost 
control do not go hand in hand. A big sales volume does 
not necessarily mean a big profit, as one small retailer, 
Carl Jones*, learned. 


Jone's pride was stocking stylish and well assorted lines 
of merchandise. Each year, sales volume increased. 
This increase was attributed to good merchandising 
which Jones felt took care of the steady rise in 
expenses. 


But Mr. Jones began to have doubts when he found it 
necessary to get bank loans more often than had been 
his practice. When he discussed the problem with his 

. banker, Jones was advised to check expenses. As the 
banker said, ‘‘A large and increasing sales volume often 
creates the appearance of prosperity while behind-the- 
scene expenses are eating up the profit.”’ 


Paying The Right Price 


Your goal should be to pay the right price for prosper- 
ity. Determining that price for your operation goes be- 
yond knowing what your expenses are. Reducing ex- 
penses to increase profit requires you to obtain the 
most efficient use of the expense dollar. 


*Names are fictitious in Aids. 
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Look. for example, at the payroll expense. Salesclerks 
are paid to sell goods, and their productivity is the key 
to reducing the payroll cost. 


If you train a salesclerk to make multiple sales at 
higher unit prices. you increase productivity and your 
profits without adding dollars to your payroll expenses. 
Or if four salesclerks can be trained to sell the amount 
previously sold by seven, the payroll can be cut by 
three persons. 


An understanding of the worth of each expense item 
comes from experience and an analysis of records. Ade- 
quate records tell what has happened. Their analysis 
provide facts which can help you set realistic cost and 
profit goals. When you attain these goals, you are pay- 
ing the right price for your store's prosperity. 


Analyze Your Expenses 


Sometimes you cannot cut an expense item. But you can 
get more from it and thus increase your profits. In ana- 
lyzing your expenses, you should use percentages 
rather than actual dollar amounts. 


For example. if you increase sales and keep the dollar 
amount of an expense the same, you have decreased 
that expense as a percentage of sales. When you de- 
crease your cost percentage, you increase your percent- 
age of profit. 


On the other hand, if your sales volume remains the 
same, you can increase the percentage of profit by re- 
ducing a specific item of expense. Your goal, of course, 
is to do both: to decrease specific expenses and in- 
crease their productive worth at the same time. 


Before you can determine whether cutting expenses will 
increase profits, you need information about your oper- 
ation. This information can be obtained only if you have 
an adequate recordkeeping system. Such records will 
provide the figures to prepare a profit and loss state- 
ment (preferably monthly for most retail businesses), a 
budget, break-even calculations, and evaluations of your 
operating ratios compared with those of similar types of 
business. 


Break-even. A useful method for making expense com- 
parisons is break-even analysis. Break-even is the point 
at which gross profit equals expenses. In a business 
year, it is the time at which your sales volume has be- 
come sufficient to enable your over-all operation to 
start showing a profit. The two condensed profit and 
loss statements, in the accompanying example, illustrate 
the point. In statement ''A’’, the sales-volume is at the 
break-even point and no profit is made. In Statement 





’*B’’ for the same store, the sales volume is beyond the 
break-even point and a profit is shown. In the two state- 
ments, the percentage factors are the same except for 
fixed expenses, total expenses, and operating profit. 




















A B 
Break-Eveo Perceo) Profi) Percent 
Amount of Amount of 
Sales Sales 
SBICME cewek s $500.000 100 $600 .000 100 
Cost of Sales ...... 300,000 60 360,000 «60 | 
Gross Profit....... 200,000 40 240.000 40 
Operaling 
Expeoses 
| a or US A nee er 150.000 30 150.000 25 
Veriable.......... 50.000 10 60.000 10 
LTV | {oe Bene ee aes gr ara 200.000 40 210.000 35 
Operating 
Profit ...<.. ce ate $ NONE 0 $ 30.000 5 








As shown in the example, once your sales volume 
reaches the break-even point, your fixed expenses are 
covered. Beyond the break-even point, every dollar of 
sales should earn you an equivalent additional profit 
percentage. 


It is important to remember that once sales pass the 
break-even point, the fixed expenses percentage goes 
down as the sales volume goes up. Also the operating 
profit percentage increases at the same rate as the per- 
centage rate for fixed expenses decreases— provided, of 
course, that variable expenses are kept in line. In the il- 
lustration, fixed expenses in Statement ''B’’ decreased 
by 5 percent and operating profit increased by 5 
percent. 


Locating Reducible Expenses 


Your profit and loss (or income) statement provides a 
summary of expense information and is the focal point 
in locating expenses that can be cut. Therefore, the in- 
formation should be as current as possible. As a report 
of what hos alreody been spent, a P and L statement 
alerts you to expense items that bear watching in the 
present business period. If you get a P and L statement 
only at the end of the year, you should consider having 
one prepared more often. At the end of each quarter 
might be often enough for some firms. Ideally, you can 
get the most recent information from a monthly P and L. 


Regardless of the frequency, for the most information, 
two P and L statements should be prepared. One state- 
ment should report the sales, expenses, profit and/or 
loss of your operations cumulatively for the current 
business year to date. The other should report on the 
same items for the last complete month or quarter. 
Each of the statements should also carry the following 


information: (1} this year’s figures and each item as a 
percentage of sales, (2) last year’s figures and the per- 
centages, (3) the difference between last year and this 
year—over or under, (4) budgeted figures and the re- 
spective percentages, (5) the difference between this 
year and the budgeted figures—over and under, (6) av- 
erage percentages for your line of business (industry op 
erating ratio) when available, and (7) the difference be- 
tween your annual percentages and the industry ra- 
tios—under or over. 


This information allows you to locate expense variation 
in three ways: (1) by comparing this year to last vear, 
(2) by comparing expenses to your own budgeted fig- 
ures, and (3) by comparing your percentages to the op- 
erating ratios for your line of business. 


The important basis for comparison is the percentage 
figure. It represents a common denominator for all 
three methods. When von bave indicated the percentage 
variations, you sbould then study the dollar amounts to 
determine what kine of corrective action is needed. 


Because your cost cutting will come largely from 
variable expenses, you should make sure that they are 
flagged on your P and L statements. Variable expenses 
are those which fluctuate with the increase or decrease 
of sales volume. Some of them are: advertising, delivery. 
wrapping supplies, sales salaries, commissions, and 
pavroll taxes. Fixed expenses are those which stay the 
same regardless of sales volume. Among them are: your 
salary, salaries for permanent non-selling employees 
(for example, the bookkeeper), depreciation, rent. and 
utilities. 


Taking Action 


When you have located a problem expense area, the 
next step obviously is to rectuce that cost so as to 
increase your profit. A key to the effectiveness of your 
cost-cutting action is the worth of the various 
expenditures. 


As long as you know the worth of your expenditures. 
you can profit by making small impravements in 
expenses. Keep an open eve and an open mind. It is 
better to do a spot analysis once a month than to wait 
several months and then clo a detailed study. 


Take action as soon as possible. You can refine your 
cost-cutting action as you go along. 


Be persistent. Sometimes results may be slower than 
you might like. Keep in mind that only persistent 
analysis of your records and constant action can keep 
expenses from eating up profit. 
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Summary 


Budgeting is a tool for dealing with the future. It helps 
you turn expectations into reality. 


An increase in profit should be the first consideration 
when you think about the prospects for your small ser- 
vice business in the next year. Working up a budget 
helps you to determine whether or not your profit goal 
is within reach. 


When the figures are all together, you have answers to 
questions such as: What sales will be needed to 
achieve the desired profit? What fixed expenses will 
be necessary to support these sales? What variable ex- 
penses will be incurred in producing the services? 


Because small business is not a cut-and-dried affair, 
the first budget often will uncover problems and sug- 
gest choices. Working up additional budgets will help 
you decide what changes to make in order to have a 
workable plan for next year. 


Many owner-managers run their businesses without a 
planned goal. In trying to survive from week to week 
and from month to month, such owner-managers 
overlook an important management tool-budgeting. 
Whether the plan is for next year, for the next 3 years, 
or for the next 5 years, budgeting can help just as a 
map helps you to keep on the right road. 


Why Budget 


A budget is a plan that enables you to set a goal and list 
the steps which are necessary to reach that goal. 

Thus, a budget helps you think about what you want 
your business to do in the futura. By planning, you ara 
in a better position to act to prevent crises. 


In its simplest form a budget is a detailad plan of futura 
receipts and axpenditures~a projectad profit and loss 
statement. Thus once the period for which you have 
budgeted is complated, you can compara actual results 
with anticipated goals. lf soma of your expanses, for ax- 
ampla, ara higher than you axpected, you can start look- 
ing for ways to cut them. Conversely, if you have fallen 
short of your goal, you may want to look for ways to in- 
crease your income. 


Budget makers can start either with a forecast of sales 
and work down or with a foracast of profits and work 
up. Most small sarvice businesses usa the latter method. 
In othar words, you decide what profit you want to 
maka and then list the expenses that you will incur in 
order to make that predetermined profit. 
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A Plan For Increased Profit 


Before you can use a budget as a plan for increased 
profit, you have to be sure that your present profit is 
what it should be. In a service business, the year-end 
profit should be large enough to make a return on your 
investment and a return on your own work-pay you a 
salary. 


Value Of Owner’s Service. Skilled crafts people who 
own service businesses are kidding themselves if their 
firms’ profits are less than they can earn working for so- 
meone else. Your net profit after taxes should be at least 
as much as you-can earn if you worked at your trade for 
a weekly pay check. 


Return On Investment. The year-end profit is too low if 
it does not also include a return on the owner-manager’s 
investment. That investment includes the money you 
put into the firm when you started it and the profit of 
prior years which you left in the firm-—retained earnings. 
You should check to be sure that the rate of return on 
your investment is what it should be. Your trade 
association should be able to provide guidelines about 
the rate of return on investment in your line of business. 
Your accountant and banker are also sources of help. 


Your Targeted Income. After you know what you made 
last year, you can set a profit goal for next year. Be sure 
that your goal includes a return on your services and a 
return on your investment. Your goal should also in- 
clude an amount for State and Federal taxes. For exam- 
ple. if you want to make $10,000 after taxes, your goal 
before taxes should be about $13,333. You have to add 
this $3,333 to take care of State and Federal taxes. Keep 
in mind that the larger your goal, the larger the amount 
which will have to be added to account for taxes. Your 
accountant can help you determine that amount. 


Can You Reach The Goal 


Once you have decided on your profit target, the next 
step in preparing a budget is to determine whether you 
can achieve it. To do this, you must project your fixed 
costs and your variable costs. From these three figures- 
profit, fixed expenses, and variable expensas~you can 
determine your “hoped for” total income. 


In gathering figures, keep in mind that without accurate 
information planning becomes guessing. The owner- 
manager who has never budgeted should talk with an 
accountant about a recordkeeping system. Changes may 
be needed to provide the necessary budget information. 
It may be that your present system does not break costs 
down into fixed and variable expenses, or it may be that 


¢ 





you need to have a profit and loss (or income) statement 
at more frequent intervals to determine the seasonal 
fluctuations of your revenues and expenses. 


Fixed Expenses. Regardless of sales, fixed expenses stay 
the same. Several examples of fixed expenses are in- 
surance, rent, taxes on property, wages paid to salaried 
employees, depreciation of equipment, interest on bor- 
rowed money, building maintenance costs, office 
salaries, and office expenses. 


Variable Expenses This type of expense varies with 
sales. In some service businesses, the cost of labor is the 
biggest factor. Sales commissions, payroll taxes, in- 
surance, advertising, and delivery expenses are other ex- 
amples of variable expenses. 


Determine Your Expected Service Income Your ex- 
pected service income contribution is the difference bet- 
ween Sales and the variable expenses that are necessary 
to produce these sales. When this difference equals fix- 
ed expenses and the desired profit, you have a workable 
budget. 


Lucy's Beauty Shop 


Lucy's Beauty Shop® illustrates the principals of 


budgeting in a small sevice business. The owner-manager 


is Mrs. Lucy Doe. The shop’s income is from two 
sources: (1) from beauty services which are performed 
by three operators and (2) from cosmetics and perfumes 
which are sold by the receptionist. The receptionist also 
answers the telephone, keep’s the shop's daily records, 
and prepares the checks for Mrs. Doe to sign. 


Targeted Income In making a budget, Mrs. Doe decided 
that she wanted to increase her net profit after taxes. 
She set the goals at $10,000 for net profit after taxes. 
This figure meant that the shop’s profit before taxes had 
to be about $13,333 because she figured that her taxes 
would amount to about $3,333. 


This goal was an ambitious one because her previous 
year's net profit before taxes was $8.390. For details on 
that year see page four. “Lucy's Beauty Shop—Profit and 
Loss Statement.” 


Determining Fixed Expenses. As shown in the table, 
“Lucy's Beauty Shop—Profit and Loss Statement,” the 
shop's fixed expense items are: depreciation of equip- 
ment, receptionist’s salary, insurance, rent, interest on 
equipment obligations, and utilities (heat and air condi- 
tioning). In addition, about one half of the laundry and 


shop maintenance expense is fixed. In budgeting her fix- 


ed expenses for next year, Mrs. Doe took into account: 


(1) the raise she intended to give the receptionist, (2) a 
change in amount of interest, and (3) a change in her in- 
surance expense. 


She estimated that her fixed expenses for next year 
would be $11,000. 


Determining Variable Expenses. in Mrs. Doe’s beauty 
shop, the variable expenses—those that vary with 
sales—are cost of cosmetics sold, shop supplies, payroll 
taxes and costs, utilities (water and electricity), about 
one-half of laundry and shop maintenance, and 
operator’s salaries. These salaries are variable because 
each operator receives one-half of the total price charg- 
ed the customer. 


When determining variable expenses, Mrs. Doe uses her 
trade journals for information on budgeted percentages. 
For budgeting purposes, all costs are expressed as a 
percentage of the sales dollar. In her case, the percen- 
tages are: beauty shop supplies 10; laundry, including 
uniforms 3; water and variable utilities 1; and payroll 
costs 5. 


*Names in Aids sre Ficlilious 
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Lucy’s Beauty Shop 
Profit And Loss Statement 
For the Year Ended December 31, 19___ 





Revenue: 

Merchandise $12,000 

Beauty Shop Service 42,000 

Total Revenue $54,000 
Cost of Merchandise Sold 6,000 
Gross Margin $48,000 
Expenses Variables Fixed_ Total 

Depreciation 300 300 

Salaries and wages 21,000 2,700 23,700 

Supplies 4,200 4,200 

Insurance 110 110 

Rent 4,800 4,800 

Payroll taxes and 

costs 2,370 2,370 

Interest 250 250 

Utilities 420 1,000 1,420 

Laundry and Shop 

maintenance 1,260 1,200 2,460 

29,250 10,360 $39,610 

Net Income Before Taxes $8,390 


She estimates her total payroll costs at 5 percent of 
gross revenue from service or 10 percent of salaries. 
Payroll taxes both-State and Federal—account for 7.9 
percent of the 10 percent, and payment’s for 

workers’ compensation and other employee insurance 
account for 2.1 percent. 


Determining Expected Service Income. The next step 
in preparing a budget for Lucy’s Beauty Shop is to 
determine the expected service income contribution. 
The basis for estimating this income for next year is the 
average revenue for each operator’s appointment with 
one customer. This figure is $4. See the following table, 
“Service Income Contribution.” 


One half of the $4 belongs to the operator. Other 
variable expenses take 76 cents. Thus, from each $4 unit 
of services that is sold, $1.24 is left for service income 
contribution. 


The service revenue for 12 months is shown in the table, 
‘‘Determination of Total Service Contribution.’ Mrs. 
Doe arrived at these estimates as follows: 


1. From the appointment book, she learned that each 
operator averages 15 appointments a day. 


2. The shop’s income from each operator is $30 a day 
(15 times $2). 


3. Each operator works 5 days a week. 


4. Each operator contributes $630 a month to the shop's 
income (21 days times $30). 


Service Income Contribution 
Expressed as a Percent of Sales Dollar 


Average Service 


Revenue $4.00 100% 
Variable Expenses 

Operator salaries $2.00 50% 
Beauty supplies -40 10% 
Laundry and uniforms az 3% 
Water .04 1% 
Payroll costs .20 5% 
Total Variable Expenses 276 69% 
Income Contribution 

From Services $1.24 31% 
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On this $630, the shop clears $390.60 because 76 cents 
of each $2 that the shop receives from an operator's 
work goes for variable expenses (see the table, “Service 
Income Contribution”). 


The shop’s cosmetic sales contribute a net revenue of 50 
cents on the sales dollar. Mrs. Doe estimated, based on 
past experience, that she could get a 50 percent increase 
in the sales of cosmetics without additional advertising. 


Comparing Revenue and Cost. After Mrs. Doe deter- 
mines her variable expenses, fixed expenses, and the 
service income contribution, she is ready to test her 
budget. She does this by adding her total fixed expenses 
of $11,000 and the desired gross profit of $13,333. This 
total comes to $24,333. 


But her estimated service revenue (see the table, ‘‘Deter- 
mination of Total Service Contribution,”)} is only 
$23,061. [t will not cover her fixed expenses and desired 
profit. Resources will be about $1,300 short of the 
desired goal. 


Determination Of Total Service Contribution 


Revenue Per Operator For The Year 


($1,260 per month x 12 months} $15,120 
Service Income Contribution Per Operator 

($390.60 x 12 months) 4,687° 
Total Service Contribution From Beauty Shop 

(3 operators x $4,687) 14,061 
From Cosmetic Sales 

($18,000 x 50%) 9,000 
Total Service Contribution Based 
On Present Outlook 


*Figures ara rounded to the neerest dollar. 


Where Can She Go? 


Because resources are not enough to cover fixed ex- 
pences and the desired profit, Mrs. Doe has to adjust 
her budget. She can go in at least three directions. One 
possibility is to add another operator. Another is to try 
to increase cosmetic sales. A third solution is to 
reduce her expected profit. In order to decide what to 
do, Mrs. Doe needs answers to several questions about 
each possibility. She may have to work up several ten- 
tative budgets to determine what to do. 


Add Another Operator. This possibility poses the 
following questions: Is the relationship between fixed 
expenses and revenue in line with industry trends? Is 
there space for an additional booth? What additional fix- 
ed expenses will be incurred? Can another operator be 


$23,061 


kept busy? If so, the additional revenue can help to off- 
set Mrs. Doe's rent which is slightly higher than the 
average for her line of business. That average is 10 per- 
cent of gross beauty service income. The shop has suffi- 
cient space for another booth. However, if a booth is ad- 
ded, fixed expenses will increase because equipment for 
the new booth will mean additional financing costs. 


Increase Cosmetic Sales. This possibility seems to be a 
logical way to increase income because each dollar of 
sales will increase the revenue by 50 cents. The first 
question is how much of an increase in cosmetic sales 
will be needed? Mrs. Doe calculated that these sales 
must be increased by about 95 percent rather than by 50 
percent as she originally planned. Other questions to 
answer here are: By what method will sales be increas- 
ed? By what additional advertising? By offering the 
receptionist and operators a commission on cosmetic 
sales? By reducing prices? What effect will these 
methods have on revenue? How much additional inven- 
tory will be needed? How will it be financed? Is storage 
and display space sufficient to accommodate increased 
sales? 


Reduce Expectations. Sometimes the only practical 
solution is to reduce the expected profit. Mrs. Doe 
decided that $10,000 net profit after taxes was not in the 
picture next year. Based on her knowledge of the beauty 
shop business, she felt that her shop was not quite ready 
to add another operator. For one thing, she foresaw the 
possibility of personnel trouble if a new operator was 
not kept busy. 


She also felt that trying to push cosmetic sales up by 
more than 50 percent could cause customer dissatisfac- 
tion. She reminded herself that customers regarded the 
shop’s beauty service highly and decided that any major 
growth in sales must come from that end of the 
business. Another oparator and $10,000 or more net pro- 
fit after taxes might be feasible the year after next. She 
would keep the possibility in mind as she moved into 
next year. 


Periodic Feedback And Control 


A budget provides a tool for control. You start building 
this facility when your budget for 12 months is com- 
pleted. Break it down into quarters. Such a breakdown 
allows you to check for any discrepancies that may not 
show up readily in a 12 month budget. When many 
items are added together, it is easy for an error to creep 
into the totals. 


During the year, this quarterly division provides a han- 
dle for getting a hold on expenses and other activities. 
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For example, by looking at next quarter's budget you 
can anticipate peak periods and schedule stock and 
labor to handle peak sales volume. You can plan vaca- 
tions, special promotions, and inventory taking for the 
slow periods. 


A monthly or quarterly profit and loss statement allows 
you to keep the items in your budget in line with 
operations. Ask your accountant to show the actual and 
the planned revenues and expenses on the income state- 
ment so you can compare them. Thus, you can pinpoint 
and work on the problems that have occured during the 
month or the quarter. Your objective is to guide your ac- 
tivities toward the most profitable type of operations. 


Copies of this Aid and other publications are availahle from SBA for a smal] processing fee Order forms 115A and 115K can be obtained free from SBA. 
PO. Box 15434. Fort Worth. TX 25119. Aids inay be condensed or reproduced They mav not be altered to imply approval bv SBA of any private organiza: 
tion, product or service. If material is reused. credit to SBA will be appreciated 
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Summary 


Breakeven analysis is not a panacea. It's only one of the 
many tools available to the business decision maker. But 
it's a good tool with which to begin to approach decision 
problems. 


Through first a simplified and then a detailed illustra- 
tion, this Aid illustrates ways in which breakeven analy- 
sis can be applied to sales, profit, cost, and selling price 
problems and how it can be used to help make sound 
decisions for employing idle plant capacity, planning 
advertising, granting credit, and expanding production. 


Part One 


This illustration, as a conversation between a business 
counselor (C) and the owner-manager of a small store 
(O-M), discusses a simplified method of calculating the 
breakeven point for a small retail operation. While this 
method is not appropriate for manufacturers or large 


retailers, it provides a financial planning takeoff point for 


small stores. 


O-M i'm ready to expand. i've just had a great 
fourth quarter. i've got a chance to move to a 
larger store in a good location. i really think 
i'm on my way. Still, though, i don't want to 
take any unnecessary chances and lose what 
I've built up these first three years. What do 
you think | should do? 


C: Let me answer your question with a ques- 
tion: What's your breakeven point now and 
what will it be if you assume the added ex- 
pansion cost? 


O-M: i'm not exactly sure, but after that last quarter 


I've got money in the bank and i'm paying all 
my bills on time. 


What Bank Balances May Not Reveal 


C: I'm glad to hear you're in good shape, but 
you can’t make an intelligent expansion 
decision based on your bank balance at a 
given moment. 


You ought to know, but why not? 
C: Take your balance now, for exampie. It’s a 


lot better than it was at the end of the first 
quarter, isn’t It? 


O-M: 


O-M: 


O-M: 


O-M: 


Sure, but the first quarter's usually slow. It’s a 
fact of retail life. 


And the fourth quarter is usually good, 
right? 


Yes, that’s a fact, too. But mine was outstan- 
ding—it was the best I've ever had. 


I’m sure it was, but it can distort the pic- 
ture. If you’re relying on your bank balance 
for a feel for your breakeven point, you 
may just be guessing. Many things influence 
your bank balance that may not necessarily 
have a direct bearing on the breakeven 
point for you store. Seasonal fluctuation is 
just one of them. 


There are more? 


Sure, capital expenditures, extraordinary 
repairs, unusual outlays... 


Okay, | get the point. My bank balance is 
meaningless. What about this breakeven thing? 


What Breakeven Means 


O-M: 


Breakeven is simply the polnt where costs 
equal what you're taking in—no profit, no 
loss~—over a relevant sales range. To 
calculate this point you must work with on- 
ly two factors, fixed expenses (like in- 
surance or rent) and variable costs (like cost 
of goods or sales commissions). 


i sure wish my costs were fixed. Everything 
goes up for me. My insurance, for example. 
looks likes it’s going up 25 percent over last 
year. 


Fixed and Variable Costs 


C: 


Well, actually ‘‘fixed costs’’ is something of 
a misnomer. Sure, rents, property taxes, in- 
surance, even the salary you pay yourself 
may fluctuate—but on a yearly basis and not 
in relation to sates. For the purpose of 
break-even analysis every cost that doesn’t 
vary in relation to sales is call ‘‘fixed.’’ Your 
rent, for instance, stays the same for the 
year whether you seli $250,000 or $2.50 
worth of goods, though we know some rents 
are tied to volume and vary. The same is 
usually true of utilities, depreciation, and 
similar expense items. 





| see the point. Variable costs, then, are 
basically my cost of sales? 1 have to buy more 
if 1} sell more. If 1 paid commissions, I'd be 
paying more for more sales, and that sort of 
thing. © 


That's right. There can be other variable 
costs, but we're simplifying. In addition, 
you'll probably find costs that seem to be 
part variable, part fixed. 


You mean they’re ‘‘semi-variable" or ‘semi- 
fixed?” 


Yes, they’re costs that remain fixed up to a 
certain sales volume and then jump as that 
volume Is exceeded. For example, office 
costs, or delivery expenses may fit in this 
category. 


How do! treat them? 


Use your good business judgment and split 
them between fixed and variable costs In 
what you consider a reasonable proportion. 
The Important thing to hold In mind for 
simple breakeven analysis is to keep it sim- 
ple. Oversimplicity Is, of course, a drawback 
of this method. But simple break-even 
analysis really helps you to see your way in- 
to a planning problem and to establish its 
perimeters. 


] like the idea of simplicity. but 1 don’t think 
break-even sounds simple so far. 


I think you'll see how easy It is if we work 
through an example. Here, take a look at 
this hypothetical income or profit and loss 
statement for the B-E Retail Store. 


B-E Retail Store 
Income Statement 
For the year ending December 31, 19___ 


Item 


Sales 


Cost of Sales 
Gross Profit 


Amount Percent 
$60,000 100 

42,000 70 

18,000 30 


Expenses: 


Rent $ 1,800 3 
Wages 12,600 21 
Utilities 2,400 4 
Insurance 1,200 2 
Taxes 600 1 
All Other 600 1 
Total Expenses 19,200 32 
Loss for Period ($ 1,200) (2) 


O-M: 


B-E doesn't seem to have broken even. 


Correct. Let’s find out what kind of sales 
volume B-E needed to break even in that 
year. For simplicity (there's that word 
again) let's consider cost of sales (which is 
70 percent of sales) as the total variable 
costs and the expense items of $19,200 as 
the fixed costs. We calculate the break-even 
point by usIng an algebraic formula. 


A simple one, | hope. 


Of course. It’s just S = F + V, where: 

S = Sales at the break-even point, 

F = Fixed expenses, and 

V = Variable costs and expenses as a per- 
cent of sales. 


All right. we know B-E’'s variable and fixed 
costs. How do we get sales? 


Let’s plug in the figures: 
S = $19,200 + .70S 
10S = $192,000 + 7S 


Excuse me, 10S? 


I multiplied the whole equation by 10 to get 
rid of the decImal fraction, because | think 
It’s easier to work with whole numbers. 
Anyway, we get: 

10S - 7S = $192,000 

3S = $192,000 

S = $64,000 


B-E needed $64,000 total sales to break even? 
Anything less, they'd have a loss: anything 
more they'd make a profit? 





Cc: You've got it. Let's check It, though, just to Using Breakeven Analysis to 

confirm it: Examine Expansion Feasibility 
Sales $64,000 
Less Cost of Sales -$44,600 (70% of sales) 

; ete O-M: It would be about $5,000 more. I figure the 
Gross Profit $19,200 utilities for the larger space will be $2,000 
Less Expenses -$18,200 more than I paid last years. Taxes, the 
Profit or Loss $0 “fixed’’ ones, I expect to run about $1,000 


O-M: 


Okay, so B-E has broken even. But what about 
my problem? 


Breakeven Analysis for Planning 


Cc: 


O-M: 


O-M: 


Break-even analysis is just what you need. 
It's primarily a planning tool. I’ve looked at 
your Income Statement and div.ded it into 
fixed and variable costs. As I see it, your 
cost of sales, which we'll consider as your 
total variable costs, comes to about 60 per- 
cent of sales. Your fixed expenses ran about 
$60,000. So for last year: 

S = $60,000 + .60S 

10S = $600,000 + 6S 

4S = $600,000 

S = $150,000 

You had to sell only $150,000 worth of mer- 
chandise to break even. 


As you can see, | sold $200.000 worth, but | 
didn't make a $50,000 profit. 


Right, you made a $20,000 profit just as the 
bottom line indicates. Remember, you still 
had those variable costs on sales even after 
all of your fixed expenses were covered at 
the $150,000 level. 


Oh, | see, it's like this: 

S = F + V + Profit 

S = $60,000 + .60S + $20.000 
10S = $600,000 + 6S + $200,000 
4S = $800,000 

S = $200,000 


Now you've got it. Let's consider your ex- 
pansion question. How much will your rent 
increase? 


O-M: 


O-M: 


more and my insurance will increase about 
$500. I also think I may need to hire another 
sales person. 


Let's say you do. What do you plan to pay? 


I'd pay an experienced sales clerk about 
$9,000. I'm toying with the idea of instituting 
a 2'percent commission on sales as an incen- 
tive, too. 


All right. We know it’s not as simple as 
we'll lay it out, but I think the analysis will 
give you an idea of whether or not to ex- 
plore the expansion idea more carefully and 
in greater detail. 


Fine. 


Your fixed expenses will rise by $17,500, if 
you include hiring another employee. That 
brings them to $77,500, assuming no other 
increases from last year’s $60,000. For 
simplicity'’s sake let's assume your cost of 
sales (your variable costs) will increase only 
by the 2 percent commission. That means 62 
percent of sales for variable costs. So: 

S = $77,500 + .62S 

100S = $7,774,000 + 62S (multiplied by 100 
to eliminate fraction) 

36S = $7,775,000 

S = $205,000 (approximately) 


Only $5,000 more than | did last year? I can 
do that easily. 


And be $20,000 in profits worse off than last 
year. Let’s put last year's $20,000 profit 
in—in an expansion you still might want to 
do at least as well: 

S = $77,500 + .62S + $20,000 

100S = $7,750,000 + 62S + $2,000,000 

36S = $9,750,000 

S = $257,000 (approximately) 


Hm, that’s approximately a 25 percent sales 
increase just to make the same profit as last 
year. 


rie 








Business Judgment Still Necessary 


C: Do you think you can boost sales by that 
much? Perhaps you see long range benefits 
from expansion that justify sacrificing some 
profit for the short run. 


I'm not sure. I'll have to give it more thought, 
look at the trends in my business and in this 
area. My pricing policy may need adjustment. 
Maybe I can cut some costs. But now at least 
I've got a starting point, a dollar figure I can 
work with and from. Most importantly of all. 
] have a technique to help me attack my pro- 
blem and help point me toward a rational 
decision. 


O-M: 


C: That’s what breakeven analysis is al] about. 


Part Two 


Breakeven analysis can be more than a simple tool. It 
can be an approach for dealing intelligently with 
uncertainly. There are always difficulties in 
estimating uncertain variables such as demand, but by 
specifying the levels of other variables like costs or 
profit that affect the income of a firm, a required—or 
minimum—level can be found for the unknown quan- 
tity. Any problem requiring income estimation can be 
set up so that the most difficult variable to estimate is 
isolated for solution. 


Imagine a firm, the Acme Company. Acme has a vacant 
plant equipped sufficiently to produce a number of new 
products. Fixed costs for this facility are $250,000. 
Acme is looking at a potential new product for produc- 
tion in this plant. The product. an electric fork, will sell 
for $10 apiece and has variable cost for materials. labor. 
overhead, and other items of $7.50 per unit. 


At present management feels certain that the market for 
this product is 2 million units per year. The physical 
capacity of the plant is 15.000 units per month or 
180,000 per vear. 


Simple Breakeven Analysis 


Should Acme make electric forks in its vacant plant? To 
begin to answer we need to find the contribution 
margin (CM) for the product. Contribution margin is 
simplv what's left of revenue to cover fixed costs and 
profits after direct out-of-pocket (i.e. variable) costs have 
been subtracted; that is: 


CM = Revenue - Variable Costs (VC) 


When you subtract fixed costs (FC) from the contribu- 
tion margin. you get earnings (before interest and taxes). 
You can then calculate the breakeven level by dividing 
fixed costs by CM. If CM is expressed on a per unit 
basis. the breakeven volume will be expressed in units. 
If it's expressed as a percent of revenue, the breakeven 
volume will be in dollars. 


Let's look at Acme’s electric fork project to see how this 
works. 


Contribution 
on a Per Unit Basis 


CM = Revenue {Price} - Variable Cost (VC) 
$10 - $7.50 
$2.50 


Fixed Costs (FC) 
CM 
$250.000 
$2.50 
= 100,000 units 


Breakeven volume= 


Contribution 
as a Percent of Revenue 


Price - VC 
Price 

_ $10 - $7.50 
$10 


_ $2.50 
$10 


CM % = 


25% 


Bee FCs 
CM% 


_ $250,000 _ 
25% 


$250,000 
£0 


= $1,000,000 


Note that you can get the breakeven dollar total by 
multiplying the breakeven volume in units by the selling 
price or the number of units by dividing total revenue 
dollars at breakeven by price. 





What's the answer to Acme’s question? Well, the simple 
answer is that it should go ahead with the project. To 
breakeven they need to capture only 100,000 units worth 
or 5% of the estimated market of 2 million units per 
year. Second, they'l! be operating well under the plant's 
physical capacity of 180.000 units per year at breakeven. 
Acme Ought to be able to make a good profit using the 
vacant facility, if they cam capture more than 5% of the 
market. With production and sales at capacity it looks 
lixe they'd make a profit of $200.000 before taxes {80,000 
units x $2.50 = $200,000). since all fixed costs will be 
covered at the 100.000 unit level. 


Unfortunately. this is the simple answer. There are some 
difficulties with this easv as pie approach to Acme’s 
product question. 


Some Shortcomings 
of Breakeven Analysis 


The maior problem is that no projec! really exists in 
isolation. There are alternative uses for the firm's funds 
in every case. For example. in Acme’s case the vacant 
plant could be leased to another company for some 
return. It could also be used for another product. We 
must. therefore, alwavs consider nat only the value of 
an individual project. but how it compares to other uses 
of the funds and facilities. 


Nor does breakeven analysis permit proper examination 
of cash flows. It’s generally accepted in basic financial 
theory that the appropriate way to make investment or 
capital decisions is to consider the value of a proposed 
project's anticipated cash flows. lf the discounted value 
of the cash flows exceeds the required investment outlay 
in cash, then the project is acceptable. 


There are other objections. Breakeven analysis makes 
many restrictive assumptions about cost-revenue relation- 
ships; in normal use it's basically a negative technique. de- 
fining constraints rather than looking at benefits: and it’s 
essentially a static tool for analyzing a single period. What 
all this theory boils down to is that breakeven analysis is 
too simplistic a technique to be used to make final invest- 
ment decisions. 


You might well ask then: If that’s true, what is breakeven 
analysis good for? 


Some Basic Uses for Breakeven 


1. It’s a cheap screening device. Discounted cash flow 
techniques require large amounts of expensive-to- get 


data Breakeven can tell vou whether or not it’s 
worthwhile to do more intensive (and costly) analysis. 


2. It provides a handle for designing product specifica. 
tions. Each design has implications for cost. Costs ob 
viously affect price and marketing feasibility. Breakeven 
permits comparison of possible designs before the 
specifications are frozen. 


For example, in many small businesses a new product 
with an uncertain volume is often more feasible if it’s 
made with temporary hand tools and jigs rather than 
with expensive production tooling. The first method 
typically has higher variable costs, but lower fixed costs. 
This often results in a lower breakeven for the pro- 
ject — and lower risks and potential profits. The more 
automated approach. on the other hand. raises the 
breakeven, but also raises the risks and profit potential 
for the company. Breakeven lets you examine these 
trade-offs. 


3. It serves as a substitute for estimating an unknown 
factor in making project decisions. In deciding whether 
to go ahead on a project or to skip it, there are always 
variables to be considered: demand. costs, price, and 
miscellaneous factors. When most expenses can be 
determined, only two missing variables remain. profit 
(or cash flow) and demand. Demand is usually tougher 
to estimate. By deciding that profit must at least be zero 
{the breakdown point). vou can then fairly simply find 
the demand you must have to make the project a 
reasonable undertaking. 


You still have to compare the demand figure at 
breakeven with the market share you think vou can cap- 
ture to judge the worthiness of the project, and you'll 
have to use vour business sense here. But breakeven 
gives vou a way to attack uncertainty. to get onto the 
target if not into the bull’s-eve. Let's look at some ex- 
amples. 


Breakeven Applied to Uncertainty 


Profit Margin. The tvpical breakeven approach 
develops the volume needed for producing no profit. 
What if vou think you're in business to make a profit? 


Using the Acme example. let's say we'd like a 10% pro- 
fit margin on the project. The original contribution 
margin for the electric fork was 25% , but that was at 
zero profit. In effect. our 10% profit acts 'ike a variable 
cost, so we must adjust CM % accordingly: 25% - 
10% = 15% . Now we can calculate breakeven (BE) 
using the percent of revenue approach: 


e 





CM % 


$250,000 
15 % 





= $1,666,667 (or 166,667 units at $10 each) 


This is still below plant capacity. Acme can now look at 
the market and make a judgment on the probability of 
selling that many electric forks. 


Dollar Profit. What if Acme wants a fixed dollar profit 
of $150,000? Here we treat the profit as a fixed cost, so 
we've got to add it to the fixed cost established for the 
plant: $150,000 + $250,000 = $400,000. We can now 
calculate the breakeven volume using the per unit ap- 
proach: 


BE = FC 
CM 
~. __$400,000 
($10 - $7.50) 


=. $400,000 
$2.50 





= 160,00 units (or $1,600,000) 


Again this is below capacity. And again somebody has 
to make a judgment on the likelihood of selling this 
many units. 


Maximum Out-Of-Pocket Cost. Suppose Acme’s 
management can forecast sales with a degree of 
assurance. They judge that they can sell 150,000 of the 
new electric forks each year. What out-of-pocket ex- 
penses can they incur and still breakeven? First, We've 
got to change the breakeven formula around a little: 


BEyo, x CM=FC 


BE vc, 





Now we can find the CM for these circumstances: 


CM « —_2250,000 
150,000 units 
= $1.67 


Subtracting the CM of $1.67 from the selling price of 
$10, we get $8.33, the variable cost Acme can incur on 
each unit and still break even. Similarly, if a $200,000 
profit is desired at the proposed volume, we find that 
the contribution margin equals $450,000 divided by 


150,000 units or $3. At this level of desired profit, 
variable costs must be held to $7/unit. 


This example shows how to use breakeven analysis to 
help set product specifications. By isolating the allowed 
cost structure, the right product structure restrictions 
can be determined and the product engineered to the 
cost requirements or abandoned. 


Selling Price. Assume again that variable costs for pro- 
ducing the fork are $7.50/unil and there are $250,000 in 
fixed costs. Add to those data the known sales voluine 
of 150,000 forks and a desire to make a profit of 
$100,000 per year. What's the selling price? 


CM = —FC_ 


Evon 


~ .2250.000 + $100,000 
150,000 units 


_ $350,000 
150,000 


= $2.33 


The price must equal variable cost plus fixed cost: $7.50 
+ $2.33 = $9.83. This $9.83 selling price can nuw be 
compared to the existing market price to deterniine if 
the Acme fork has a good chance of selling or if the 
specifications must be altered to get the price down. 
This approach works well for bidding. 


Advertising Decisions Advertising is essentially a fixed 
cost. Any added fixed costs raise a firm's breakeven 
point and thus require added revenue (or lowered 
variable costs) to pay for them. The money for fixed 
costs comes from the contribution margin. 


In the Acme electric fork example CM% is 25% . 
Thus, four additional dollars of revenue are required to 
cover each additional dollar of fixed cost! $1 25% = 
$4. (If the Acme project's CM % were 40% , it would 
take $2.50 to cover each additional fixed cost dollar, $10 
if the CM% were 10%.) 


So, if Acme is considering a $2500 expenditure for an 
ad, it knows it will need 4 « $2500 or $10,000 in extra 
sales just to cover the cost of the ad. Here management 
isn’t trying to guess how much in sales they'll get froin 
the ad Instead, they know how much they must get to 
be only as well off as they would be without any adver- 
lising This approach provides a huilt-in standard for 
judging the results of advertising. If after an appropriate: 
period added sales aren't enough to justify the cost of 
the ad, it can be abandoned as an approach. 





Granting Credit. Suppose Acme is examining a pro. 
spective electric fork distributor as a potential credit 
customer. The distributor expects to buy 500 units per 
month from Acme. Terms will be net 30 davs and it's 
conservatively estimated the account will turn over 
eight times per vear. What should Acme do? 


First of all, when a new account is taken on, the poten- 
tial loss for the supplier of credit is the variable cost of 
the balance carried. In addition, the creditor incurs the 
costs of carrying and administering the account. 
Assume in this case that carrying costs amount to 10% 
of the average balance and administrative costs are fix- 
ed at $500 per year for the new account. The average 
expected balance is found bv taking total sales and 
dividing by turnover. 


Average 
expected 500 units x $10 per unit x 12 months 
ON ER 3 as 
8 times 
= $60.000 
8 
= $7500 


Fixed costs for taking on this account are, therefore, 
10% of this average balance plus the administrative 
cost: FC = ($7500 x 10%) + $500 = $1250. 


To these fixed costs must be added the variable cost of 
the average balance, 75% of $7500 in this instance. 
(That's the $7.50/unit variable cost divided by the $10 
price—Acme incurs the $2.50/unit fixed cost up to 
breakeven regardless of granting credit or, indeed, sell- 
ing forks.) So. the potential total cost, including possible 
loss of the outstanding balance, is: 


i 


($7500 x 75%) + $1250 
$5625 + $1250 
$6875 


Total cost 


Taking into account that with the fork's CM% of 
25% . 34 of revenue is needed to cover $1 of additional 
cost: 


BE = $6875 x 4 


= $27,500 


eccount 


Thus, Acme needs $27,500 in sales to the distributor to 
insure that the account at least breaks even. Since ex- 
pected yearly sales are $60,000, the account should hit 
that volume in under six months. Again, we've reached 
the point that managerial judgment must be brought in- 
to play. 


This is not the most sophisticated approach to credit 
pranting ever proposed, but it does show the expected 
exposure to loss the account would add. The smaller the 
contribution margin and the slower the turnover, the 
higher the risks will be. Knowing the financial cir- 
cumstances of the firm seeking credit, management can 
usually judge easily whether or not that firm can pay its 
bills for six months or whatever the breakeven period 
turns out to be. This is the creative treatment of risk 
analysis. 


Labor Costs. So far the examples have been simple and 
straightforward. Business life, alas, isn't. In the tradi- 
tional version of breakeven analysis variable costs 
generally include items such as material, labor, and 
overhead. In reality, however, some of these costs may 
not de variable over the operating range of the com- 
pany. 


Here are the figures from the original Acme example in 
more detailed form: 





Product Price $10 O0/unil 
Variable Casts $ 7.50/unit 
From: Material $4 50/unit 

Overhead & Other S$ .50'unit 

Labor $2.50/unit 
Fixed Cosls $250,000/\ear 


The labor cost is based on five crews of five people each at 
$10,000 per person per year with each crew producing 
20,000 forks annually. 


For simplicity we assumed originally that at any level of 
production total variable costs were $7.50/unit. People, 
however. cannot in reality be shifted that smoothly. 
Thus. in a narrow range of production some labor costs 
become fixed in effect. This fact can change the 
breakeven point of the firm. It also affects the contribu- 
tion margin and pricing. promotion, and similar deci- 
SIONS. 


Using the traditional approach it looked as though the 
breakeven point was 100.000 units. It also appeared 
that, if another 10.000 units were made and sold. Acme 
would make a profit of $25.000 (10,000 unit x $2.50 
contribution margin per unit). In realitv, however, the 
original breakeven represents the effective capacity of 
the firm. An extra 10.000 units could be produced only 
if a new crew is put on at a cost of $50,000. At the 
110,C00 unit level we actually find: 


Sales 110.000 units @ $10/unil $1.100.000 
Less Material @ S4 50'umit 495.000 
Overhead @ S$ 50’unil 55.000 
Labor: 6 crews 300.000 
Fixed Costs 250.000 


Profit 0 





The firm is merely breaking even. 


Here, labor has essentially become a fixed 
cost; overhead and material costs are the only true 


variable expenses. The CM for the product has changed: 


CM = Price- VC 
= $10-($4.50 + $.50) 
= $5.00/unit (or 50% ) 


Fixed costs are the facility costs plus the labor costs for 
six crews: FC = $250,000 + (6 x $50,000) = $550.000. So 
now, 


BEvonr = rat 
$550.000 
$5.50 


= 110,000 units (or $1,100,000) 


Where does that get us? In general. it tells us that the 
important thing to keep in mind when using breakeven 
analysis is the true nature of the firm's cost structure. 
Some firms have a flexible labor force and standard 
analysis works well. 


In many service businesses, however, such as 
restaurants where idle labor cannot be manipulated 
smoothly, management must treat such costs differently. 
In many small businesses certain skilled workers can't 
be laid off without being lost to competitors. A small 
printing company with a good press operator or typeset- 
ter, for example, can’t afford to lay off these key people 
when business is slow without the risk of losing them 
permanently. The key to success is to increase revenue 
to help cover their costs. Pricing these necessary extra 
sales and making sound advertising and promotion deci- 
sions can be greatly aided by using the variations of 
breakeven analysis discussed. 


Breakeven analysis requires above all realistic definition 
of costs, both in amount and type. For many small 
businesses nearly all costs are fixed. Key people can 
become fixed costs. To deal with slow periods owner- 
managers must try to get new business by pricing 
favorably—marginally. Their products can be sold at a 
smal] margin over variable costs, offsetting some fixed 
costs. 


If Acme in the example above were to produce the 
10,000 additional forks for which it has available labor 
Capacity and sell them at something above the $5/unit 
variable costs, it would make a profit. As long as new 
business is added to an existing vacancy in capacity, any 
contribution to covering fixed costs will increase profits 
or at least reduce losses. 


« 
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Small Volume Fiome Building 


(By David J. Rollison, Director of Business Management, 
National Association of Hame Builders) 


The hane building business in the past has offered an attractive opportunity 
for small businesspeople. Over half of the new single-family hames provided 
in the United States have been constructed by small volume builders. The 
small volume builders constructs an average of 20 homes a year, many_are 
built on site for specific buyers. Others are constructed, or "spec" built 
in anticipation of a buyer. 


Traditionally, small builders learn the business from experience in the build- 
ing and construction trades. However, in today's housing industry abilities 
beyond trade skills are needed. Marketing, finance, land acquisition, 
negotiation, work coordination (including planning, forecasting, and sub- 
contracting), accounting, and other skills are required. It is also important 
that builders keep up with the latest industry developments in cost saving 
devices, federal housing programs, and local construction regulations. 

Builders must be familiar with interest rate trends: and mortgage market develop- 
ments. The small builder mist be aware of all national forces that eventually 
will effect local housing markets. 


There are basically two types of single-family builders, the custam builder 
and the speculative or tract builder. Basically both operate out of homes or 
small offices. The custam builder obtains a contract to build a house for a 
fixed fee or percentage over cost. The builder may use subcontractors on 
every phase of construction. 


The "spec" builder who builds in hope of finding a buyer should plan to have 
enough working capital to live on for two years. The "spec" builder will need 
down payment for land, which usually cost 20 percent of the house sales price. 
Builder will need to arrange for a construction loan in order to build the 
"spec" house. A good credit rating is essential because builders are personally 
liable on all loans and notes. Ideally, the hame builder should make a net 
profit before taxes of 10 percent. 


Equipment needs vary with the scale of a builder's operation. Most builders 
need a pick-up truck, electric generator, storage space, possibly a heating 
device, and eventually an office and associated equipment. 


Small businesspeople have been the backbone of the single-family hame build- 
ing industry. In recent years, however, changes such as rising materials costs, 
higher interest rates, rising land prices, and inadequate cash flow have 
reshaped those elements that in the past hrought builders success. 


e 
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As a result of these changes, the successful builder must conduct some fom of 
market research before beginning a new project. Basically, market research 
is defining the housing needs of the region the builder services (or market) 
in terms of price and specified types of housing people desire. Typical 
marketing research endeavors would include analyzing the reasons for the 
success or failure of a competitor's recent project, researching the age and 
incame distributions of the population in an area and from it predicting 
future trends. For example: If an increasing number of young married couples 
are moving into a community, the housing needs of the commmity will rise. 

A builder might then try to learn the incame distribution of this group. 

This data will then give a contractor a clue to the specific type of housing 
and price range that will respond to the needs of these young couples. When 
the builder feels a survey has correctly been completed, plans can then be 
developed for both the types of housing to be constructed and also the sales 
promotion activities to follow. 


Builders may be required to be licensed and to follow local building codes. 
Specific information in these areas generally can be obtained fram local 
authorities. The latest mortgage and Federal agency infommation is available 
fram the National Association of Hame Builders, Mortgage Bankers Association, 
Federal Hame Loan Bank Board, and local savings and loan associations. 


The sources of information shown below may be helpful to anyone planning to’ 
enter the small volume home building industry, 


Federal Home Loan Bank Board 
101 Indiana Avenue, N.W. 
Washington, D.C. 20552 


Mortgage Bankers Association of America 
1125 15th Street, N.W. 
Washington, D.C. 20005 : 


National Association of Hame Builders 
15th and M Streets, N.W. 
Washington, D.C. 20005 


How to Start Your Own Small Business, Drake Publishers, Inc., New York, 1973. 


Construction Campany Organization and Management, George E. Deatherage, 


McGraw Hill, 1964. 


"Business Plan for Small Construction Firms," Management Aid No. 221. 
Small Business Administration, U.S. Goverrment ications (Free) 


"Starting and Managing a Small Business of Your Own," S ing and 
Series No. 1:15:1, Small Business Administration, Superin ent of Documents, 


Washington, D.C. 20402. 


Smal) Business Administration _ Revised 
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Roofing Contractors 


By Fred C. Good 
National Roofing Contractors Association 
Oak Park, Illinois 


Roofing contracting is a part of the construction 
industry. The roofing contractor often acts as both a 
sub-contractor and as a direct or general contractor. In 
performing sub-contract work, the roofing contractor 
may be employed by a general contractor or a home 
remodeler and bid work to the general contractor. 
Essentially, work is performed for the general 
contractor. In the field of direct contracting, the roofing 
contractor may work directly for the building or home 
owner. In either case the owner of the business is 
involved in the construction process. The contractor 
must be prepared to estimate and bid for work; have 
labor available to perform the work; to be able to 
effectively purchase materials to be installed; and to see 
that the work is completed efficiently, according to 
specification, and within a prescribed period of time. 


Long hours-often 12 to 14 a day-are common. A 
contractor takes great pride in work that is acceptable 
and feels a definite part of the community as he/she is a 
part of the construction process. 


To be a successful small business person, it is important 
that the individual has some experience with the 
process of roof construction, including knowledge of the 
materials used, types of construction involved, 
management of labor, and coordination with other 
building trade contractors that may be involved in the 
process. 


In the roofing/contracting business, there are firms that 
pursue only the large industrial/commercial type of 
construction. There are many smaller firms that pursue 
residential shingling and remodeling roofing types of 
work. The capital requirements of the person beginning 
in the roofing business will, of course, vary, depending 
on the type of work pursued. A person starting a small 
business will do some residential contracting and 
perhaps some maintenance and repair work on homes 
and smaller two, four and six-flat apartment buildings. 
Estimated capital requirements would be $10,000 to 
$20,000. Purchases would require at least one truck and 
some equipment for the handling of materials, including 
a hoist and trailer, a kettle and some brooms, shovels, 
and buckets. These can often be purchased second-hand 
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or, if purchared new, can be financed over a three-year 
period. 


A suitable location from which to operate the business 
and some storage space for working materials and 
equipment will be required. For dealings with the 
supply houses, the small roofing contractor should have 
established a good credit rating, or have adequate cash 
on hand for materials until a good relationship with 
supplier is formed. 


The small business owner will need to investigate the 
various legal and regulatory requirements necessary for 
business. Insurance is mandatory and bonding should 
be available for some work projects. Workers 
compensation insurance for the work force will be 
required and business licenses and permits, depending 
on the particular locality in which the work is being 
performed. There must be compliance with the 
Occupational Safety and Health Act (OSHA), and should 
the contractor perform any work involving the use of 
Federal funds, there has to be compliance with the 
equal employment and affirmative action programs. 
This of course will apply to contracting work done for 
all levels of Government, for instance a small repair on 
a local school or on a municipal building. 


On the limited capital investment that has been 
proposed, the contractor should anticipate doing a 
volume of $50,000 to $60,000 annually in sales. This 
sales volume should guarantee a salary to the 
owner/manager of about 20 percent of annual sales and 
should allow a small return on capital investment. As 
business continues, contractor should plan to increase 
sales to a volume of $100,000 to $150,000 annually, 
which should increase the return on investment and 
allow purchase of additional equipment and additional 
sources of business. 


One of the advantages of a profession in the roofing 
industry is the relative stability of the industry. There is 
always need for basic shelter and for roofing on all 
types of new construction. Addtionally, there is always 
a need to repair and maintain existing structures. The 
roofing contracting business is an industry that can 





survive periods of recession. The business is often 
thought to be seasonal. While it is true that outside work 
can only be done in suitable weather, inside repairs and 
estimating work can be carried on continuously. 


For Further Information: 


National Roofing Contractors Association 
1515 North Harlem Avenue 
Oak Park, Illinois 60302 
Publications: The Roofing Spec; 
Action Information (bulletin) 


United Union of Roofing 

Waterproofing and Allied Workers (RWA) 
1125 17th Street, N.W. 

Washington, D.C. 20036 


* U.S. GOVERNMENT PRINTING OFPPICE: 1983-420-962:277 
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Paint and Decorating Centers 


(By Professor John E. Trotter, Concord College, Athens, W. Va., in consultation 
with the National Decorating Products Association, St. Louis, Mo.) 


Paint and wallcovering stores have evolved into more than 14,000 Decorating 
Centers in the United States, many of which are a part of large corporation- 
owned chains. Despite the canpetition fram large corporations, the independent 
decorating center has flourished over the past decade. The greatest strength 
of the independent decorating center is in small tow and rural America, yet 
many have been highly successful in big cities. The key to this success is 
long hours and product knowledge. 


Much of the independent decorating center's business results fram the ability 

of the store personnel to counsel with their custamers. It is important to know 
what type of paint should be used q@m what type surface, how the surface should 

be prepared before painting or hanging wallcoverings, what type adhesive is used 
with what type wallcovering, what type paint applicator should be used on various 
jobs, and so farth. Many store owners either attend or send employees to decorat- 
ing and interior designer schools so that they can advise customers on the total 
decorating job. Unlike most retail stores, decorating centers have not gone to 
check-out counters because this destroys the personal relationship with custmers. 


Equipment Selection 


Decorating Centers have broadened their product line by moving into such fields 
as art materials, wall decorations, floarcoverings, window treatments, picture 
frames, and spray equipment. Today, the average Decorating Center does approxi- 
mately 75 percent of total sales in the paint and wallcoverings departments and 
25 percent in other product lines. The growth trend in the “other product 
category" is still continuing, especially the window treatments department. 


Capital Reguirements and Operating Patios 


The investment required to open a Decorating Center will vary fram one area of 
the country to another and fram one part of town to another, depending upon the 
occupancy costs and salary rates. In addition to these expenses, store fixturiig, 
Signs and inventory stock represent an investment of $50,000 to $70,000. Many 
paint manufacturers, since theirs is the largest volume line in most stores, are 
willing to help with initial financing or to offer 60-90 day billing on the paint 
inventory. This is particularly true in the case of a decorating store manager 
with proven sales ability and knowledge. 
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Often a Decorating Center requires 9 to 15 months to reach the break-even 
point. Sales should reach $150,000 by the end of the second year, and $200,000 
by the end of the third, with a net profit of about 15 percent before taxes. 
The general gross profit margin on decorating products is 40 percent before 
expenses. As a rule, one employee is required for each $50,000 to $60,000 in 
sales. 


Store Operations and Marketing 


The paint manufacturer can be of great help within the scope of operations and 
marketing. Many paint campanies have a special department devoted entirely to 
site selection, store layout and design, and inventory selection. Other 
companies have salespeople or regional managers in these areas. Also, most 
paint manufacturers offer a co-op advertising program. This program will 
include payment of part cf the advertising expenses, layout for newspaper 
advertising, radio cammercials, and store display material. 


All State and Federal regulations regarding the operation of a retail business 
apply. 


Sales growth for Decorating Centers has been at the rate of 15 percent per 
year in recent years and this is expected to continue. 


Information Sources 


National Paint, Coatings Association 
500 Rhode Island Avenue, N.W. 
Washington, DC 20005 


National Decorating Products Association 
9334 Dielman Industrial Drive 
Ssint Louis, Me 63132 


Wallcoverings Manufacturing Association 
Wallcoverings Information Bureau 

P.O, BOX 359 

Springfield, NO 07081 


Small Business Adninistration 
Office of Management Information and Training Januac 1979 
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(PASS) 
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U.S. Smail Business Administration 
Office of Procurement Assistance 





For Buyers and Suppliers—- 


Get the PASS to sales and 
purchasing opportunities. 











What Is PASS? 





Every work day, businesses and governments 
award contracts and subcontracts for supplies 
and services valued at millions of dollars. In 
1977, U.S. Small Business Administration 
(SBA) established the Procurement Automated 
Source System (PASS) to assist small businesses 
in competing for these opportunities. 


PASS is a national automated directory of small 
suppliers of goods and services. Presently, it 
lists profiles of almost 150,000 companies, 
including over 26,000 minority-owned and 
27,000 women-owned firms. 


PASS provides benefits to both buyers and 
suppliers. lt enables procurement offices to 
quickly identify small companies meeting their 
procurement needs. At the same time, it 
provides small businesses with a valuable 
marketing avenue for entering the Federil 
marketplace or expanding their existing Federal 
contracts. 





SUPPLIERS - Why List 
Your Company In PASS ? 





By listing your firm in PASS, you can increase 
your marketing opportunitics. PASS is actively 
used by purchasing officials from private 
industry and the public sector to find potential 
suppliers of goods and services. Although no 
one can guarantec new business, listing your 
firm in PASS is an effective addition to your 
regular marketing and sales efforts. 


WHAT DOES IT COST? 


Listing your company in PASS is free. 
Increasing the number of companies in the 
directory makes PASS more valuable to its 
users--and, ultimately, to you. 


WITO CAN APPLY? 


To qualify for PASS, your firm must be an 
established, independently-owned small business 
that is operated for profit in the United Stites. 


WOW TO LIST YOUR COMPANY 


To list your company's profile in PASS, obtain a 
PASS COMPANY PROFILE form from your 
nearest local SBA office or by writing to the 
address shown below. Fill out the forin as 
completely as possible. Your company will be 
listed under the goods, services, special 
capabilities, and general categories that you 
write on the form. Then return the postage-piaid 
form to: 


U.S. Small Business Administration 
PASS Program--Room 600 

1441 L Street, N. W. 

Washington, D.C. 20416 


a 
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BUYERS - Why Use PASS? 








PASS saves you time and money. Below are just 
a few of the system’s features: 


PASS is FAST 


Why waste frustrating hours leafing through 
phone books, old catalogues, files, and scraps of 
paper? Simply enter your purchasing criteria to 
the computer, and get a list of profiles for small 
businesses that provide the needed goods or 
services. 


PASS is FLEXIBLE 


If the listing is too long or too short, simply alter 
the criteria for a new list of business profiles. 
PASS offers a wide variety of search criteria, 
such as the company’s product or service, 
geographic location, labor surplus area, and type 
of business (e.g., minority-owned). The system 
will also allow searches by SIC Codes and 
Federal Supply Codes. Information about a 
firm’s Quality Assurance program and DUNS 
number will also be available. 


PASS is COMPREHENSIVE 


PASS is the most comprehensive data base of 
small business suppliers now available. Present- 
ly, PASS lists profiles for almost 150,000 com- 
panies and more businesses are continually being 
added. Up to 200 profiles can be printed at once. 


PASS is ACCURATE 


Maintaining an accurate data base is a top 
priority for the PASS system. Annually, each 
business listed in PASS is sent an update form. 
If no response is received, the business 1s 
dropped from the system. 


PASS is EASY to LEARN and USE 


Learning and using PASS is simple and straight- 
forward. Periodically, SBA schedules special 
training support around the county. ]lowever, 
for people who have a basic familiarity with 
personal computers, SBA provides a self-instruc- 
tional training package, including a training 
diskette and a users manual. In most cases, this 
is all that is necessary to learn PASS quickly. 


PASS includes technical SUPPORT 


SBA’s PASS contractor provides a free 
HOTLINE to assist you in learning and using 
PASS. This service is available during business 
hours throughout the country and provides quick 
support for PASS users. 


PASS is EASY to INSTALL 


PASS can be easily installed on almost any 
computer capable of connection to a 300-1200 
baud modem. This computer, or terminal, with a 
modem and a good quality telephone line is 
required for direct access. Chances are the 
equipment you already have will work. If you 
have questions, the PASS contractor will provide 
the necessary technical assistance. 


PASS is REASONABLY PRICED 


The cost of installation varies with the type of 
terminal/computer you use, the features you 
require, etc. The PASS contractor will advise 
you. The charge for using PASS, which is 
determined by the amount of “on-line” use, 1s 
reasonable. There are no registration fees or 
minimum use requirements. Bills are issued 
quarterly. 
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